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FOREWORD 


Special work groups in the Department of Agriculture prepared a 
number of excellent studies on questions raised by this committe 
and by the National Agricultural Advisory Commission in the past 
several months. 

In order that the entire committee might benefit from the informa- 
tion contained in these studies, L asked that they be made available 
to us for publication as a committee print 

They are presented herewith, together with an explanatory letter 
from the Under Secretary of Agriculture and an introductory note 
outlining the conditions under which the studies were made. 

Criirrorp R. Hope, 


/ 


er e , 
Chairman. Committee on Aariculture 


Marcnw 11, 1954, 
Ill 
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LETTER OF TRANSMITTAL 


DrPARTMENT OF AGRICULTURI 
OFFICE OF THE SECRETARY 
Washington, March 9, 1954. 
Hon. Cirerorp R. Hope, 
Chairman, Committee on Agriculture, 
House of Re prese ntatives 

Dear Mr. Hope: In response to your letter of January 2, 1954, 
we are transmitting for publication by the House Committee on 
Agriculture several technical studies relating to farm  price-support 
policy which were prepared during the latter part of 1953 for the use 
of vour committee and for that of the National Agricultural Advisory 
Commission. These documents were also considered by policy offieis als 
of the Department as one element in our review of price support 
programs 

It should be pointed out that these studies were prepared by work 
groups composed of specialists drawn from various agencies in the 
Department on the basis of their reputations for competence and 
objectivity in the areas under study. The problems for study were 
determined by the Advisory Commission, by yourself, and by policy 
officials of the Department; the technical people were called on for 
objective and factual analyses of the questions of concern to these 
policymaking bodies or officials 

We feel that these studies were very helpful im clarifying some 
major technical questions which arose during our review of price 
policy None of them were written with the thought of pub lication 
No attempt has been made to achieve a uniform style, and the indi- 
vidual studies remain for the most part in their original forms. 

We are also transmitting a summary of the suggestions received 
from leaders in the agricultural colleges and others in response to 
requests made by Secretary Benson last spring. Many fine letters 
and statements were submitted to Secretary Benson, and these were 
summarized for use of the Advisory Commission and Department 
officials. They were a valuable source of ideas and judgments in 
the early stages of the Commission’s work last summer. 

We hope these studies will be useful to the committee in connection 
with its deliberations on price-support policy. 

Sincerely yours, 
True D. Morse, Under Seeretary 
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INTRODUCTORY NOTE 


In reading the following studies, it is important to keep in mind the 
circumstances under which they originated and the purposes for which 
they were prepared. 

In the first place, they were not conceived in terms of a broad 
treatise on price-support policy. Only the section entitled “Summary 
of Suggestions Received’’ even approaches a comprehensive survey of 
problems in this field. The remaining studies were directed at specific 
problems which appeared to be critical from the standpoint of legis- 
lative action in the coming vear., 

Even within this more restricted area, the studies presented here do 
not provide complete and uniform coverage. Except for the studies 
made for the chairman of the House Committee on Agriculture these 
studies may be viewed as a running conversation between the National 
Agricultural Advisory Commission and special Department work 
groups Which acted as a technical staff for the Commission. At its 
June 29-July 1 meeting, the Commission recognized certain issues on 
which it was not adequately informed, and requested that the Depart- 
ment make technical studies of these particular issues prior to its next 
meeting. Most of the studies were done on not more than 4 weeks’ 
notice to the specialists concerned. As a rule, the studies requested 
at one meeting were mailed out to members of the Commission a week 

10 davs in advance of its next meeting 

At each successive meeting of the Commission, some issues were 
tentatively settled and new questions were raised. In some cases 
these involved more detailed study of particular aspects of an issue 





t which had already been analyzed and discussed in board terms. Thus, 
the basic studies on multiple price plans and on “diverted acres”’ were 
f followed by one or more special studies. The latest studies in the 
series were prepared in early December. A number of studies of 
i highly specialized or transitory interest are omitted from the present 
5 compilation. 


The Department of Agriculture studies printed here are divided 
into five major groups: Price support and storage policies for feed 
grains; problems created by acreage restrictions on basic crops; 
analysis of new price-support proposals for selected commodities; 
multiple price plans; and problems of underemployed rural people. 

These studies were prepared by groups of commodity and other 
specialists from a number of Department agencies, each group spe- 
cially constituted with reference to the particular questions at hand. 

It should be reiterated that these statements do not represent offi- 
cial policy positions of the Department of Agriculture. They are 
intended as factual expositions and analyses and not as policy recom- 
mendations. Some of the more difficult and intensive analyses were 


1 
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done on programs which, partly as a result of light thrown on them 
by these analyses, were rejected by the Commission as inadvisable. 
Other studies provided or strengthened some of the bases on which the 
Commission made positive program recommendations. 


The technical studies represent only one of the many sources of 
judgment and appraisal which entered into the deliberations of the 
Advisory Commission. Most important, of course, was the wide ex- 
perience of the members themselves. Recommendations of special 
commodity committees, producer groups and agricultural leaders were 
discussed carefully and at length. 
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SUMMARY OF SUGGESTIONS RECEIVED ON PRICE-SUPPORT 
POLICY 


JUDGMENTS REQUESTED From AGRICULTURAL LEADERS 


As one phase of the price policy review, Secretary Benson wrote 
letters to leaders in the State agricultural colleges and other institu- 
tions or organizations, requesting their suggestions on specific com- 
modity or subject matter problems. Typically, the same letter was 
sent to 3 or 4 institutions in different parts of the country, so that 
experience and thinking in the various major producing areas would 
be represented. Thus, letters on wheat went to colleges in leading 
wheat States, letters on cotton to leading cotton States, and so on. 
Recipients of the letters were assured that their replies would be held 
in confidence. Altogether, about 60 letters were sent, covering 17 
different topics. 

In most cases the replies represented the work of committees rather 
than individuals. This was particularly true of replies from the State 
colleges, which generally drew upon both research and extension 
specialists in the fields concerned. In addition, the same letters were 
transmitted to work groups in the United Sts _ Department of 
Agriculture, made up of specialists chosen on the basis of their tech- 
nical competence and knowledge rather than as agency representatives. 
The work group replies were submitted directly to the Under Secretarys 

The task of summarizing all of the replies was assigned to work 
groups in the Department. Each work group was asked to pre pare 
its summary in such a way that the sources of individual suggestions 
would not be identified, and the ideas would stand on their own feet. 

The diversity of styles in these summaries in part reflects the 
relative independence of the different work groups. However, on 
certain topics, such as price insurance, problems of underemployed 
rural people, and e xpansion of industri: 1 uses, the replies were almost 
unanimous in terms of the major points mentioned and the positions 
taken with respect to them. This near unanimity is reflected in the 
organization of these summaries. On other topics there were wider 
gradations of opinion, and these are duly noted. 

The summaries were prepared in June 1953 and proved highly useful 
in focusing the earlier dise ‘ussions of the National Agricultural Ad- 
visory Commission. They provided a check list of important prob- 
lems as well as a digest of informed judgments concerning them, 


AGRICULTURAL ACTS OF 1948 AND 1949 


This was perhaps the broadest single topic on which judgments were 
requested. Five groups were asked for their judgments on the major 
provisions of these acts. Their suggestions are grouped under seven 
headings. 

Parit "0C All five or : Tea ‘tine recom nded_ diseon- 

aruy price. d ive groups reporting recommended discon 

tinuance of the use of old parity for basic commodities. One group 
3 
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suggested use of transitional parity in converting basics from the old 
to the new basis beginning January 1, 1956. Another suggested need 
for more flexible parity prices than new parity to refleet structural 
changes possibly by (a) using a shorter base period than 10 years, 
(b) getting away from the 1910-14 period, and (c) converting the 
parity price index into parity cost inde xes. <A third group suggested 
a new calculation of parity as that “price which would obtain when 
none of the factors which tend to affect the farmer in a pecualiarly 
adverse way, as compared with other producers, are operative’’ 
recognizing that the calculation of such a parity standard technically 
may not be er 7 

2. Mandat | e support.--One group recommended that manda- 
tory support be eiaes | to commodities for which regulation of mar- 
keting is possible and marketing quotas are authorized by law. 
Addition of other commodities would be contingent upon passage by 
Congress of authority for marketing regulations and/or other measures 
necessary to a sound price-support program. Another recommended 
that mandatory support be limited to cotton, wheat, corn, tobacco, 
and dairy products. A third generally endorsed the provisions of the 
Agricultural Act of 1948. Another group recommended that the 
term ‘basic’? be replaced by “storable” and that the mandatory 
commodities included be selected primarily on the basis of their 
storabilitv. Still another suggested that the present discrimination 
between basics and nonbasics be eliminated because of its inequity 
and possible distortion of resouree use, and that differences in the 
treatment of commodities cannot properly be justified, as at present, 
largely on the basis of storability and perishability 

3. Level of mandatory suppor #.—One group recommended that the 
minimum level of price support should be 90 percent of parity when 
supplies are no more than slightly above normal and should approach 

5 percent of parity as supplies approach the marketing quota level. 
No support should be provided when producers disapprove marketing 
quotas. A second likewise recommended flexible support but believed 
that the range should be 60 to 90 percent of parity with the provisions 
similar to those in the Agricultural Act of 1948. Another group 
mag BN flexible support at a minimum level of from 70 to 75 
percent of parity “if it were necessary to yield that much’’; it empha- 
sized that 75 percent of old parity for wheat would result in a chronic 
surplus problem. 

A fourth group recommended continuation of 75—90-percent flexible 
rates with these modifications: (a) A sliding seale of around half the 
75-90-percent range should be used for corn with provisions for a 
larger decrease whenever supplies exceed 4 billion bushels, and (6) 
additional arrangements should be made to prevent loan rates on 
any commodity from dropping unduly due to a developing recession. 
A fifth group did not recommend specific levels but stated that there 
is no great merit in flexibilitv as to level; it stated that the support 
technique, rather than the level, should be flexible, and that firm 
across-the-board supports are a desirable protection to the farmer 
under depression conditions. 

4. Additional methods of SUp port. One group recommended that 
producer payments be authorized as a method of support for (a) man- 
datory commodities for which storage at a reasonable cost for a 
relatively long period is not practical, and (6) the nonmandatory 
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abor 0 support. Another suggested that direct payments to producers 
‘in times of distress might conceivably be coupled to the collection of 
a premium in good times.”’ 
WHEAT 


1. General policy objectives.—Two groups agreed on general obje c- 
tives of agricultural policy as promoting the efficient use of production 
resources; assuring agricultural producers equality of economic 
opportunity; involving a minimum of Government participation; and 
calling for maximum initiative of private enterprise. One group adds 
as objectives the minimizing of income instability resulting from 
conditions beyond the control of producers and the contributing to 
international political stability and world peace. 

2. Eristing legislation.—Two groups are opposed to existing legisla- 
tion on the grounds that it does not meet these general objectives. 
One of these emphasizes that there is grave doubt whether central 
authority could ever possess the necessary knowledge required to 
allocate agricultural resources in an efficient manner. Another group 
endorses present legislation, but recommends some changes which 
would increase returns to wheat producers by larger expenditure of 
public funds. 

3. Production, marketing, and price policies.—(a) One group re- 
commends, under conditions of relative economic sti ability and assured 
outlets, free market prices as the most desirable method of adjusting 
production, consumption, and prices, but stresses the need for improv- 
ing the effectiveness of the price mechanism in performing these 
tasks. 

(6) Another recommends 90 percent of parity price support for 
3 years beginning July 1954, then gradual adjustment; direct pur- 
chases to make loan programs more effective in the market; bonus 
payments to producers for desired land-use adjustments to compensate 
for income reductions under allotment programs; and the establish- 
ment of a clearinghouse for buying and selling acreage allotments 
(e. g., producers in dairy and livestock regions might shift more 
acres than allotments call for and sell allotments to farmers in areas 
where wheat growing is specialized). 

(c) One group recommends a multiple-price system as the most 
effective method of implementing production, marketing, and price 
policies for wheat consistent with the overall policy objectives. The 
plan recommended is designed to 

(1) Assure parity prices to wheat producers for the portion of 
the crop sold for domestic human consumption; 

(2) market. wheat for export and nonfood uses without price 
protection; and 

(3) effect separation of the domestic market for food from 
foreign markets and nonfood uses by marketing certificates 
compensating producers for the difference between market 
prices and parity for wheat consumed domestically as food. 

Under such a program wheat prices would be free to fluctuate in 
the open market, no Government subsidies would be required, and the 
expenditure of public funds would be limited to covering the admin- 
istrative cost of the program. Since free-market prices cannot be de- 
pended upon to effect desirable shifts as between different crops and 
land uses, effective producer organization must be developed to keep 
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production adjusted to market outlets. Such organization is rec- 
ommended to be ace omplishe dd through marketing agreements under 
which the Government may lend assistance to producer groups. 
Another group also refers to the weakness of free-market prices as in- 
struments of adjustment and the necessity for making the price mech- 
anism more effective, without recommending specific measures to that 
end. 

(d) If flexible-price supports are to be used for wheat, one group 
recommends substantial modifications in the Agricultural Act of 1949 
to insure that the incentives to production reflect the needs of the 
market. Purchase agreements should be employed in preference to non- 
recourse loans to encourage producers to assume greater responsibilities 
in — a storing, and marketing wheat. Since producer-stored 
wheat under Government purchase agreements is sound collateral 
for loans, private business may ve ‘rform the credit services which 
under loans are assumed by the Government. One group outlines 
essential features of a sound program of flexible-price supports 
without, however, recommending such a program. 

4. Export policies——(a) Under the multiple-price system recom- 
mended by one group exports would be made at free-market prices. 
However, this group emphasizes that the volume of United States 
wheat exports would have to be determined on the basis of interna- 
tional cooperation rather than competition to maintain reasonable 
price stability. Also, controls over production or marketing, 
self-imposed by producers, may be required to prevent the benefits 
accruing to producers from the protected domestic market from being 
dissipate ‘d. 

(6) Another group also recommends free-market prices as the deter- 
minant of United States exports, provided that foreign market outlets 
are assured under the International Wheat Agreement. Further, 
some Government stockpile of wheat, to be maintained at minimum 
Government cost and participation, is recommended for emergencies 
and to assure our export commitments. 

(ec) One group recommends substantial expansion of our wheat ex- 
ports to eliminate production controls, with the cost of the program 
to be borne by the general taxpayer. Expansion of export outlets is 
to be effected by reducing international trade barriers in general and 
by extensive foreign relief activities. 


COTTON 
Price supports.—All groups commenting on price supports recog- 
eae a need for a level below 90 percent of parity. Two rec ommend 


a sliding scale similar to the present law, one of which ineluded in 
addition a two-price plan if supplies get burdensome. One suggests 
flexible supports and crop insurance in order to lessen price and yield 
uncertainties to farmers. One recommends a reduction of the support 
le vel to about 80 percent of parity over a period of 5 years. 
Acquisition and disposal of Government-controlled stocks.—Four 
out of five groups would have the Government acquire stocks as a 
means of supporting prices. Regarding disposal of stocks: One would 
set aside 2 to 3 million bales of Government stocks to be sold only in 
case of war. Government stocks in excess of this military stockpile 
should be sold when the actual supply is under normal supply. For 
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such excess stocks sold abroad, currencies of the buying countries 
should be accepted instead of dollars and used to pay ‘for strategic 
materials and services. Another suggests a pricing program that 


would prevent the excessive accumulation of stocks. Another would 
dispose of Government stocks at 110 percent of the prevailing support 
price. Another would build a reserve stock of 9 to 10 million bales, 
at least until conditions become more settled. Apparently most of 
these stocks would be carried by private trade Part of these stocks 


( 
would be stored abroad and insurance and low-cost credit made avail- 
able to importers 


> Acreage alli line nts and thi irket ng qu AS Two groups recommend 
acreage allotments and Marketing quotas to prevent accumulation of 
ePXCeESSIVE SLOKC ks Another makes ho specific proposals for allotment ; 
or quotas. One would apply acreage controls in accordance with the 
present law. Another recommends that allotments and quotas be 
applied when the carryover exceeds 40 percent of estimated disap 
pearance lm thre following vear Anothe1 recommends a quota svstelm 
for production for domestic consumption with growers permitted to 
produce hnonquota cotton {ol export at world prices 1 they choo 
One emphasized the need for more stability of production under 
quotas \ |] CTOUDS recognized the need for programs that perhill 
and encourage the shift of production to the more efficient farms 

j | reiqi trade All SFTOUDS recognize the desirability of maint: l! 
Ing and increasing exports. One recommends export incentives, 


equivalent to the difference between prevailin 


percent of parity, Lo be oradually reduced and discontinued at the 


Y support prices and SO 


end of 5 vears. Another cautions against price supports that would 


prevent American cotton from meeting competition in export markets 


(nother would prohibit restrictions on exports of all grades and would 


prohibit Imports ol competing types of eotton and byproducts when 


acreage controls were 10 eller { One recommends a two price SVsti hn 


similar to that in the domestic allotment plan and cautions that othe: 
{ 


bers hav be substituted for cotton if cotton prices are supported al 
unduly high levels Another recommends a sound loreign trac 
pol cy and economic deve lopment in foreign countries. 

5. Re search, education, and de elopme nf \Mlost groups recommend 


expanded research, education, and cde velopment LO inerease consump 


tion and improve production efficiency, 
rOBACCO 


1. In its essentials, the present Government program (acreage 


allotments, marketing quotas, and price supports) should be continued 


2. With respect to price supports, the views separate ly held were 

l \ continuation of the present price support appears justified. 

Though not currently apparent, flexibility in the price-support level 

may be needed some time in the future 

5) Support at a fixed percentage of parity is justified when growers 
effectively maimtain supplies mn line with demand 

‘he Ol l\ Workable alte rhnative to the present program of hieh 

uUppol prices tor tobacco ould seem to be thy cradual lowering Ol 

the level to long-run competitive levels. With a lowering of farm 


neome from tobacco, a collateral! program to inprove know-how and 


the : vailabilits ‘ it for other tarm « nterprises probably 
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would be necessary. Some continuation of “stop loss’? minimum 
supports would seem to be desirable in view of export uncertainties 
and possible business recessions. 

(d) One group recommended that supports for the fire-cured and 
dark air-cured types should be related to their own parities rather than 
tied to a fixed percentage of the burley support 


) 


3. With respect. to allotments and quotas, divergent views were 
expressed: 

(a) Consideration should be given to changing LO poundage rathe 
than acreage as a basis for individual farm allotments 

b The possib| ; advantages Ol poundage quotas ih place Of acreage 
allotments are greatly outweighed by the disadvantages and such a 
change is not recommended 

$1. One source suggested that arrangements be considered unde 
which tobaeco price-support operations would provide lor pavment 
into loss-reserve funds of not more than 50 percent of direct net gains 
‘This should be considered in connection with its reneral application 
to all storable commodities 

5. With respect to exports, one group recomimends that, in view ol 
the present downward trend in exports, stronger Government efforts 
be made toward eliminating and/or diminishing restrictive influences 
or measures affecting cons imMptlon of United States tobaeeo abroad 
This group regards the application of a two-price System or an Inter- 
national agreement to tobaeco as questionable but believes more 
exhaustive consideration is required 

Another group stated that though the present price-support pro- 
gram may lessen somewhat the opportunity for expanding exports of 
burley tobaeco, the success of the program in its domestic aspects, 
outweighs—at present— the limiting effeets on exports. However, 
this group mentions the need for continued emphasis on increasing 
burley exports. 

6. One group recommends that the Department of Agriculture be 
more active in promoting industrialization of the South and _ the 
mobility of surplus farm population to nonagricultural employment 
in other regions. 

7. One group recommended that the Department: | Press for 
further antitrust action, (2) resist further increases in cigarette taxes, 
and (3 support a oraduated or prele rably an ad valorem cigarette tax. 

. OILSEEDS AND PEANUTS 


1. One group recommends that permissive price-support legislation 
be continued for oilseeds and that price support lor sov beans, flaxseed, 
and peanuts be mandatory when acreage allotments and marketing 
quotas are in effect. 

2. One group suggests that there be no price-support program for 
cottonseed, tung (now mandatory) or olive oil but that price Support 


be continued for sovbeans and flaxseed at red wed Ll vels approximMatin y 


79 S() percent ol parity for so Lb ans and b6U-bo5 pel nt o: Darit lol 
flaxseed assuming ho | arketin quotas thie that a fle xible priec 
support program for peanuts be continu | unless producers have 
lisapproved marketing quotas. Othe ivgestions on flaxseed are 
a) No price support, (6) support at the estimated world price, ot 

support for domestic requirements but open (work marke 
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prices for surplus. One group suggests that tung oil be supported 


solely to the degree needed for national security. An alternative 
suggestion on cottonseed, flaxseed, and soybeans is that price floors 
be established. A suggested alternative on soybeans is a sliding 


scale of support varying inversely with the size of the crop. Another 
suggestion with respect to soybeans was that direct payments be 
made to farmers representing the difference between support price 
and market price 

3. One group recommended that peanut-marketing quota legisla- 
tion be continued and legislation amended to permit marketing quotas 
and acreage allotments for flaxseed and soybeans. Another suggested 
that peanut legislation be amended to: (a) Permit the Secretary to 
establish acreage allotments sufficient to assure against shortages and 
reduce the necessity of Government carryover, (6) require the Secre- 
tary to support the price of peanuts on only the estimated proportion 
of acreage allotted that will be required for purposes other than 
crushing, assuming optimum vields, and that additional production 
be marketed through a designated agency at crushing values. (This 
would result in a domestic two-price svstem and reduced Government 
losses.) An alternative is that peanuts be grown for oil without any 
limitations. Another group suggests that peanut-marketing quotas 
be on a poundage basis with no acreage allotments and that the sliding 
scale of support prices be less than the estimated prices at which the 
market is expected to clear supplies. 

$. One group recommends that parity prices for oilseeds, particu- 
larly tung and olives for crushing, be revised to more accurately 
reflect relative value, production costs, investment returns and other 
important relationships between oilseeds as well as other agricultural 
commodities. 

5. One group suggests that a program of rotation of Government 
held oilstocks be initiated through commercial channels to maintain 
quality until final disposition. 

6. One group recommends that import controls be continued for 
peanuts, tung, flaxseed, and linseed oil as a protection to producers, 
price-support programs, and Government holdings; also, that legisla- 
tion (see. 22 authority) be amended to permit protection of domestic 
industry against unreasonably low prices even though programs are 
not in effect, and to permit fle xibility of operation. 


DAIRY PRODUCTS 


1. All sources reporting agree in suggesting that supports should be 
at a level which normally will clear the market under conditions of 
full employment and a stable price level. 

2. A purchase and diversion program should be adequate for sta- 
bilizing and bring about orderly adjustments of production and de- 
mand under conditions of full employment. 

Under conditions of severe depression or unforeseen accumula- 
tion of excessive supplies, subsidies, or income payments should be 
used to maintain returns to farmers without restricting consumption. 
(One source recommends reliance on subsidies or income payments as 
the method of support under all circumstances.) 

1. One source suggests a self-help surplus holding pool as the mech- 
anism for supporting prices; a form of two-price plan. 
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Price supports on feed grains should be reduced, 

6. It is essential that some measure of import controls be continued 
on dairy products for an indefinite period. (Another source urges use 
of only such controls as are needed to offset State trading in interna- 
tional trade.) 

7. Dairy products, particularly newer products and those empha- 
sizing the solids-not-fat, should be promoted; the promotional cam- 
paigns being associated with price reductions. 

8. The dairy industry is undergoing a major readjustment because 
of the lower demand for milk fat. A part of the solution lies in re- 
ducing per unit costs of production and marketing, increasing the 
size of dairy farms and partly or wholly shifting some farms now in 
dairving to other activities for which demand is growing. 

9. Extend the Federal Filled Milk Act to apply not only to the 
products as they themselves cross State lines, but also as they affect 
related products in the channels of interstate commerce. 


MARKETING AGREEMENTS AND ORDERS FOR MILK AND ITS PRODUCTS 


Improvements in the Agricultural Marketing Agreements Act 
would els irify the authority for a number of provisions which m: L\ he 
necessary to make the pooling and pricing provisions of orders fully 
effective, but to initiate amendatory action involves a risk of unde- 
sirable amendments. 

2. Improvements in the program that may be made administratively 
can come about on the basis of facts, opinions, and suggestions offered 
at public hearings. ‘The program has been subject to constant and 
continuing improvement. As producers and handlers increase their 
understanding of the program, their proposals for amending orders 
and supporting evidence will improve with beneficial effects. 

3. Marketing orders and agreements may be satisfactorily adapted 
to pricing and other problems in the marketing of milk for manufac- 
turing purposes but proposals for such programs should originate with 
industry groups. 

4. States and municipalities should be encouraged to assume 
responsibility for milkshed administration. 

The United States Department of Agriculture and State Agri- 
cultural Experiment Stations should make unbiased studies to evaluate 
marketing orders. 

6. Milk market orders should be limited to primary milk markets 
which normally carry a high level of surplus milk and where producers 
are especially vulnerable to price cutting. 

Alternatives to marketing orders worthy of consideration are: 
(a) Increase the effectiveness of competition, especially reducing 
restrictions of health departments and labor unions; (6) encourage 
the function of price as a guide to producers in planning by extension, 
education, research, and crop and price reporting; and (c) more 
extensive cooperative marketing. 


POULTRY PRODUCTS 


There should be no rigid mandatory supports for prices of 
poultry products. Present legislation as it directly affects poultry 
products is satisfactory in this respect. 








2. Action programs to directly influence poultry product. prices 
should be limited to eggs and turkeys. Neither farm chickens, broilers 
nor ducks, nor other spe inlities, should be the objects of purchase 
programs or other programs intended to dire tly affect prices. 
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The decision as to continuing a wool price assistance program 
and the level of assistance revolves around the considerations of 
whether a price policy is to be established from the standpoint of 
strategic importance, or according to the most economical peacetime 
utilization of resources, 


FRUITS, VEGETABLES, AND RELATED COMMODITIES 


Suggestions include: 

1. Avoidance of fixed levels of price support. 
2. Flexible use of available funds, to the extent necessary and 
feasible in event of market distress, for limited purchases of market 
surpluses; for segregation and diversion of products from normal 
marketing channels or into export outlets, and for encouraging 
industry merchandising programs; the particular programs emploved 
in each situation being selected in the light of the specifie needs. Each 
proposal should be analyzed from the standpoint of the eight factors 
set forth in the Agricultural Act of 1949, and no purchases should be 
undertaken unless outlets are available. 

3. For the annual crops, translation of economic outlook informa- 
tion into concrete acreage guides or recommendations, with the pro- 
vision that no marketing assistance programs will be undertaken for 
such commodities in any area where producers substantially exceed 
the recommended acreages. 

+. Use of authorized import controls where necessary to protect 
the operation of Department programs. 

5. Use of marketing agreement and order programs to assist pro- 
ducers in the orderly marketing of farm products 

6. For perishables for which marketing agreements are not practi- 
cable a system of flexible price supports to offer protection against 
disaster. Such support price might best be administered through a 
system of compensatory payments. 

Particularly to facilitate longer range adjustments in these indus- 
tries, it is recommended that renewed emphasis be placed upon the 
following types of activities: 

The search for additional sales outlets, including processed 
products, especially types of outlets that will absorb seasonal surpluses. 
Emphasis should be placed upon encouraging industries to take in- 
creased responsibility for dealing with seasonal surpluses as an 
inevitable characteristic of commercial fruit and vegetable production 
in the present state of technology. 

2. Research and education that will help to hold down production 
and marketing costs and to improve the quality of products as they 
leave the farm and throughout the channels of distribution. 

3. Economic information, market reports, grades, standards, in- 
spection, and related services that will provide producers a better 
basis for making sound production and marketing decisions, and that 
will assist marketing firms and ultimate consumers in bringing about 
more efficient distribution and utilization of these crops. 
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MARKETING AGREEMENTS AND ORDERS FOR FRUITS, VEGETABLES, AND 
RELATED COMMODITIES 


Continued use of marketing agreements and marketing orders is 
recommended in an effort to assist producers in marketing agricul- 


tural commodities. It is suggested that consideration be given to 
the following changes in the Agricultural Marketing Agreement Act 
of 1937: 


1. Amend the statute to include additional commodities. 

2. Amend the statute to authorize the use of marketing orders to 
promote marketing efficiency, especially the regulation of containers 
and types of pack. 

3. Amend the statute to authorize agencies established under 
marketing agreements or marketing orders to engage in or finance 
research work from funds collected pursuant to such program. 

4. Amend the statute to authorize the use of marketing orders for 
the sole purpose of collecting statistical and market information and 
the analysis, consolidation, and dissemination thereof. 

5. Amend the statute to clarify the provision concerning producer 
exemption. 

6. Amend the statute and authorize the use of marketing orders to 
specify beginning and ending dates for shipping seasons for agricultural 
commodities, including varieties thereof. 

7. It is recommended that if the statute is to be amended in any 
important respect, the entire act should be rewritten, 


PRICE INSURANCE 


There was no direct disagreement among the sources commenting 
on price insurance. Most of them thought that “insurance” was a 
misnomer for the various plans which were transmitted for their con- 
sideration. The major comments and suggestions were as follows 

1. Price insurance is not an insurable hazard by usual insurance 
standards. If such a plan is undertaken, huge reserves would be 
needed to pay losses if low farm prices occur during the first years of 
operation. Provision for adequate reserves should be made in 
advance. 

2. Price insurance alone is not an effective method of dealing with 
overproduction or surpluses. Some other plan will be needed in con- 
junction with a price insurance program. 

3. Guarantee a moderate level of prices. A price guaranty of 90 
percent or above of parity would require a premium rate so high that 
widespread participation in the program would be unlikely. 

1. Provide some method of determining insured’s premium and 
quantity eligible for insurance in advance. Basing these items on the 
insured’s actual production would cause many administrative diffi- 
culties. 

5. Contracts should be for long term, or producer must apply for 
insurance considerably in advance to lessen the chance for selectivity. 

6. Experiment with the insurance plan on a few commodities to 
gain experience and eliminate bugs from the program. 

7. All recommendations noted above assume that the price insur- 
ance program would be self-supporting. If the program is to be 
subsidized by the Government, it should be compared with a compen- 
satory payment program rather than an insurance program. 
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TWO PRICE AND MULTIPLE PRICE PROGRAMS 


These various opinions were expressed as to the feasibility of 
two-price export programs: 

(a) Not desirable because administratively not feasible, publie 
would not support program for any appreciable period of time, and 
would produce unfavorable relations with other countries. 

(b) Won’t materially reduce surpluses and we will run the risk of 
retaliation by foreign countries. 

(c) There are possibilities for certain commodities where there are 
relatively few important exporters and many importers, as in the 
cases of wheat, cotton, rice, and soybeans; but international reper- 
cussions are likely to result unless there is some form of international 
agreement. 

(d) Some form of two-price arrangement could help maintain ade- 
quate exports of certain commodities while maintaining higher prices 
in domestic markets than in foreign markets. However, the profit- 
able use of two-price arrangements for export crops is probably 
limited to a few commodities for which foreign demand responds 
sufficiently to price reductions to make such a system advantageous 
to American farmers. Careful study should be given to the possi- 
bilities and limitations of using a self-financing two-price plan to 
mitigate foreign trade problems. A decision as to whether a two- 
price plan would result in an improvement depends upon what alterna- 
tive might be in effect or under consideration. It would have to be 
decided on a commodity-by-commodity basis. 

2. Different opinions were expressed as to the desirability of a 
domestic two-price plan in the form of a stamp plan or food allotment 
program. One group suggested that the Department should seek 
authority to try this operation out on a small scale. Another group 
felt that such a plan was not likely to succeed at the present time. 

One group pointed to the possibility of using a two-price plan 
on imported commodities, such as wool. 

4. One group suggested that authority should be continued to 
dispose of surpluses below cost abroad and in noncompetitive domestic 
markets. 

FOREIGN TRADE 


L, Price support policies should be changed fy) commod itic S where 
there is need to make our price Ss more com petiti ( Three alternative 
approaches should be considered, namely: 

(a) Flexible supports, i. e., supports allowing downward adjustments 
of the support level of a surplus commodity in order to (1) encourage 
production shifts, (2) facilitate exports, and/or (3) reduce the import- 
attracting effect of price support 

(b) Self-financing international two-price systems, 1. e., systems 
raising prices to domestic consumers above world prices through a 
processing or sales tax and distributing funds so accumulated among 
domestic producers, or through limitations on sales in the United 
States by means of “domestic marketing certificates.”” (Some pro- 
ponents would also limit exports by means of export certificates. 

(1) For export commodities: A two-price system would assure 
wine ers an average return somewhere between fair domestic 
and competitive export prices; and it would be a sharp instrument 
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of competition in export markets It would meet with objections 
and might cause some other exporting countries to answer with 
price-cutting measures for their products; and some importing 
countries to answer with antidumping duties. Some proponents 
would place a higher floor below the domestic and a lower floor 
below the export price. Commodity agreements might reduce 
or eliminate adverse international repercussions for some 
commodities 

2) For import commodities: Producers’ per unit returns would 
be raised above market prices by a greater amount than the tax 

g., three times the tax rate if two-thirds of domestic con- 

sumption is imported). It is permissive under the General 
Agreement on Tariffs and Trade. 

c) Selective export payments out of tariff (or general) revenues, 
such as are made at present under section 32. Selective payments 
would be more effective and economical than across-the-board export 
subsidization, such as provided for by export debenture or duty 
refund plans 

Flexible tre will be effective where opportunities for produc- 
tion shifts are substantial. T'wo-price systems will be most effective 
for import ‘commodities For an export commodity they will be 
more effective than flexible supports if a commodity has suffered 
heavy losses of export markets and if prospects are good for regaining 
such markets by competitive pricing. Export payments should be 
confined to commodities and areas where, and periods when, there 
is need to offset special factors impeding equitable competition of 
our farm products. They should be continued until currencies have 
become freely convertible throughout the major part of the free world. 

Some proponents suggested that producer payments would have 
the advantage, as compared with price supports, of interfering less 
directly with international trade as well as with trade in general. 
They stress further that it would be important not to set too high a 
level for such payments. 

Others again expressed preference for fixed 90 percent supports, 
even though this might necessitate production and marketing restric- 
tions. 

2. United States foreign economic policies in general.—Since changes 
in price-support policies cannot alone offset odds now encountered 
by United States farm products in international trade (such as tend- 
encies toward protectionism and_ preferences for soft-currency 
products), United States foreign economic policies must be enlisted 
to help agricultural exports by such means as: 

(a) Facilitating increased foreign dollar earnings through expanded 
offshore procurement for defense, customs simplification, and expan- 
sive trade policies; 

(6) Promotion of economic development and private foreign invest- 
ments, assuring investors protection of their capital and transfer of 
the income earned: 

(c) Export-Import Bank financing; and 

(d) Determined efforts to secure early relaxation and ultimate 
elimination of restrictive and discriminatory foreign controls against 
United States products. 
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INDUSTRIAL USES AND MARKET DEVELOPMENT 


1. Both sources reporting recommended increased emphasis on all 
or most of the following lines of utilization research 

1. Cotton and wool.—Improvement of specific qualities by chemical 
treatments; lowering manufacturing costs by improvement of process- 
ing techniques; and development of new fabrics for specific end uses 

2. Wheat and corn. Improvement for use as feeds through fer- 
mentation and chemical treatment; development of new industrial 
uses for the components such as starch and protein; and prevention 
of deterioration prior to industrial use. 

3. Oilseeds and animal fats.— Development of suitable modifications 
of these products for use in detergents, plastics, paints, and edible 
food coatings. 

4. Poultry and animal products. Development of economically 
sound methods for converting byproducts such as hides, viscera, heads, 
feet, and blood into useful products; and improvement of product 
quality. 

Di Fruits and vede table 8. Reduction to stable forms such as powders 
and concentrates of excellent quality and convenient in preparation 
for use that can be stored and transported economically and released 
in accord with demand. 

6. Dairy products.—Conversion of milk to a stable form that can 
easily be reconstituted as a beverage; and development of new uses 
for byproducts and wastes of the milk-processing industry. 

7. Sugar.—Development of improved methods for processing sugar- 
cane and sugar beets into sugar; and development of new industrial 
uses for the sugar and its byproducts. 

8. Agricultural residues.— Development of industrial uses for straws, 
bagasse, cobs, hulls, nutshells, wood wastes, and fruit pits. 

One group also mentioned: 

9. New industrial crops.— Replacement of commodities now in sur- 
plus supply with new crops for which research has found potential 
industrial uses 

Il. Both groups recommended increased emphasis on all or most 
of the following lines of marketing research designed to develop new 
or expanded markets for agricultural products: 

1. Market surveys and industrial consumer preference studies. 

2. Educational programs to acquaint consumers with the merits of 
farm products. 

3. Studies of costs and efficiencies in marketing. 

4. Economic and engineering research in cooperation with marketing 

agencies and local civic authorities. 


UNDEREMPLOYED RURAL PEOPLE 


There was substantial agreement as to the major subdivisions of 
the problem of rural underemployment and the types of programs 
appropriate to them. The following statement reflects the major 
suggestions received. 

There are about 1.1 million full-time farm operators in the United 
States who in 1949 had total family incomes from all sources of less 
than $2,000. These are essentially the underemployed rural people 
whose underemployment, and accompanying low productivity and 
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low income, is primarily an agricultural problem. In addition, there 
are the residential and part-time farmers, about half of which had 
total family incomes in 1949 of less than $2,000. This summary does 
not attempt to deal with underemployment of hired laborer or migrant 
laborer farm families. 

The problem of rural underemployment may be discussed under 
the following five general categories 

|. Part-time farmers The problem of this group lies primarily 
outside agriculture. The solution is to be found in better off-farm 
employment opportunities. This may be accomplished by 

|. A program to stimulate establishment of industries within 
the areas where the probl m is concentrated. 
2. Vocational guidance or training directed toward qualifying 
part-time farmers for available off-farm employment. 
}. Improved information as to e mployme nt opportunities. 

Il. Full-time farmers on inad lequate units where adjustment to ade- 
quate units would be uneconomic.—The solution to this problem lies 
in the movement of the people from such units and the gradual 
retirement from agriculture of the land. This problem may be 
attacked by 

1. Vocational education and training to qualify both adults 
and young people for other occupations 


2. Information on job opportunities in other areas. 


3. A program to stimulate movement to other areas where 
labor may be used efficiently. 

1. A long-time program aimed at zoning and the retirement of 
such units from agriculture. 

IT] Farmers on inade quate farms that can be deve loped or enlarged 
nto adequate units.—Within this group are those less adapted to 
efficient farming who, to become fully emploved, will be faced with the 
necessity o f leaving agriculture. They can best use a program simi- 

‘to that suggested for group II above. There are also within this 
ae many who, with adequate resources, can become efficient farm 
operators. This problem can be solved by 

1. An expanded program of supervised credit for the develop- 
ment and enlargement of land resources and for working capital. 
Essential to the suecess of such a program is effective individual 
guidance on a case basis geared to the financing program. 

2. A program to strengthen educational facilities and to stimu- 
late incentive to make improvements. 

IV. Farmers on units producing inadequate incomes because of in- 
sufficient working capital and ina —. management skills.—The 
problem of this group can be solved by an approach similar to that 
suggested in group IIT above except that no problem of farm enlarge- 
ment or consolidation is involved. 

V. Farmers with inadequate incomes hecause of failure to employ 
best technical skills. The problem of this group is basically the 
failure to keep abreast of agricultural developments. It can be 
attacked by 

1. Improved vocational training in agriculture for both 
adults and voung people. 

2. Supervised credit in those cases where continued use of 
inefficient practices has depleted capital to the point where 
conventional credit is not available. 
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Research devoted to the specific problems of the underemployed 
rural family is needed. It should be aimed at identifying the causes 
of underemployment, determining the extent and location of under- 
employment and developing the minimum requirements for efficient 
farm operation in various areas in terms of adequate resources, alter- 
native systems of farming, and required production per acre and per 
animal and exploring new market outlets. 


SUGGESTIONS VOLUNTEERED BY INDIVIDUALS 


The following pages summarize a number of the more promising 
suggestions on price support policy that were made to Secretary 
Benson on a volunteer basis. They are volunteer suggestions in the 
sense that they were not individually solicited. They are distinct 
from the suggestions made by State agricultural colleges and other 
groups In response to specific requests from the Secretary. 

It was not feasible to summarize all of the le "% rs and resolutions 
submitted. Many letters expressed approval of, or opposition to, 
the existing price-support program for particular ene ae ‘s. Some 
letters recommended abandonment of all price supports; a few recom- 
mended 100 percent of parity for all or some farm products, without 
suggesting any mechanism by which this might be accomplished. 
On some topics, several letters contained the same or similar sugges- 
tions. Asarule, proposals which were widely known and understood 
were omitted from the summaries or mentioned only briefly. 

Particular attention was given to the more original proposals, and 
among these to plans which might prove to be administratively 
feasible. Some of the more sweeping and vaguely formulated pro- 
posals were briefly noted. A few of these, if further elaborated, might 
prove to have value, though generally over a more limited area than 
their proponents assume. 

Hence, these summaries do not attempt to reflect the consensus of 
views submitted, nor do they reflect all the variants of the leading 
types of plans suggested. They represent an attempt by work groups 
throughout the Department to record, for further consideration by 
policy officials and advisory groups, those suggestions which seemed 
to be most original and most promising, and which had not yet been 
fully subjected to the winnowing process of public and congressional 
debate. 

The suggestions have been grouped under the same headings as 
were used in the preceding section. For some commodities, few new 
and promising suggestions were received, and in such cases no sum- 
maries were prepared. 


AGRICULTURAL ACTS OF 1948 AND 1949 


Among the proposals received having specific application to the 
Agricultural Acts of 1948 and 1949 are the following: 

One suggestion was that consideration be given to establishing 
the support price at 90 percent of parity during the first year of 
operation of newly reimposed acreage allotments and marketing 
quotas. The theory is that support should be undertaken at 90 per- 
cent of parity, rather than at any reduced level suggested by the 
flexible price formula, during a year when producers are making a 
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determined effort to properly adjust supply. The suggestion further 


provides that the ee level the following year would be based upot 
the schedules provided in the Agricultural Act of 1949. 

2. A second suggestion was that it would be highly desirable to 
return to a system of flexible price supports for all agricultural com- 
modities at the end of the current (1953-54) marketing vear 

3. Price support should be on a flexible basis. This program should 
apply to all agricultural commodities, and support should be manda 
tory only at the disaster-prevention level. 

1. A flexible price support system which lowers support prices when 
Government-held stocks acquired under price-support programs 
exceed a certain level is suggested. Support price levels in any given 
year shall not be reduced by more than 10 percent from the previous 
year. Such reductions are to be made only when the stock accumula- 
tion results from acreage in excess of an announced acreage goal and 
not when the increased stocks are due to high yields. 


WHEAT 


A good many letters have recommended continuation of price sup- 
ports for wheat at 90 percent of parity, with acreage allotments being 
used as nee ded to keep supplies in line with demand at this price le vel. 
A few letters have recommended price-support guaranties graduated 
according to wheat production or farm size (for example, all of the 
first 1,000 bushels of wheat produced by any grower should be eligible 
for high-level support, but only SO percent of the second 1,000, 60 


percent of the third, and so on). The remaining wheat would not be 
a This plan would probably involve compensatory pay- 
ments to producers (as under some two-price proposals); otherwise, 


price nae loans and purchases would remove enough eligible whea 
from the market so that prices of ineligible wheat would rise to, ot 
nearly to, the support level. 

In addition, a number of two-price plans, some of them developed in 
considerable detail, have been referred to the Department, introduced 
to the Congress, or described in farm magazines or newspapers 
Among them are the following: 

1. Parity certitcate plan.— The plan provides for a two-price market- 
ing system by supporting at parity that part of each year’s total 
production which could be sold in the domestic market at parity 
(called the primary portion) and disposing at unprotected market 
prices the balance or surplus (called the secondary portion). The 
plan is self-financing, with the first buver of wheat required to purchase 
and subsequently sell with the wheat) “parity-supporting certifi- 
cates; on wheat exported o r processed for feed, the exporter or feed 
mill would be reimbursed for <. face value of the covering certificates 
The funds so derived would be used to pay the producer the parity 
differential on the primary portion of his sale. There would be no 
acreage or marketing controls and free market prices would obtain 
domestically. 

=) C'ertihcate plan as embodied in the Stockman bill (S2d Cong., FH. 
R. 2142)——-The plan provides for a two-price system, assuring pro- 
ducers 100 percent of parity for the portion of the crop sold domesti- 


Includes some proposals not specifically referred to the Department but published in farm magazines 


newspapers, or introduced for consideration by the Congress 
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cally for food; exports, and sales for nonfood uses would be without 
price protection. Separation of the markets with respect to price is 
to be effected by requiring processors (or importers) of wheat to 
purchase certificates. The price of these certificates is to be the 
amount by which the parity price exceeds the estimated farm price 
for the marketing year, or the average loan rate, whichever is the 
higher, except that it shall not be more than 60 cents per bushel. 
Loans are to be made available at not less than 60 percent of parity 
and not less than the Joan rate for corn, pound for pound. Acreage 
allotments are proy ided for as a basis for distributing the certificates 
to produce rs and also for e ffecting needed production adjustments 

3. Two-price plan providing for a domestic price level at parity.— This 
plan attempts to hold domestic prices at parity by withholding the 
surplus over domestic requirements from the market and placing it in 
a national wheat reserve for marketing in export channels (and to som¢ 
extent for feed). The plan is self-financing, provides for loans at 
parity, but does not make use of acreage allotments. Separation of 
market outlets is effected by marketing controls and negotiable 
certificates. 

4. Two-pi ice national marke ting program. The proposal provides 
- full parity prices for wheat consumed domestically as food and for 
sales for export and feed at free-market prices. It emphasizes market- 
ing quote as in pre ‘ference to ac a age allotments as a means of controlling 
supplies; provides for low-level loans to facilitate storing and merchan- 
dising of surplus; and provides for organization of a self-supporting 
and producer-controlled marketing fia lage See with funds to cover 
losses sustained under loan programs to be derived from a tax on sales 
of grain. 

5, Two-price pi lan jor Ww heal iw ithout need for acreage allotments Or 
marketing guotas.—The plan provides for 90 or 100 percent of parity 
prices for wheat used as human food (presumably including exports) 
and marketing of the surplus as livestock feed at SO to 90 percent of 
corn parity or 50 to 60 percent of wheat parity, whichever is lower. 
It points out that under wheat-acreage allotments wheat acreage 
would be diverted to feed eTains anyway, the only difference being 
that under the proposed plan the acreage would be planted to feed 
wheat in the fall, thereby giving some winter protection against soil 
erosion, instead of being planted to a feed crop in the spring. ‘The 
plan emphasizes soil conservation and freedom from controls, but fails 
to present a concrete method of separating market outlets with respect 
to price. The central idea is to transform supplies of wheat (for which 
domestic food demand is highly inelastic) into commodities such as 
meat for which demand is relatively elastic. 

6. Multiple-price system.—The proposal calls for an ambitious ex- 
port program of 600 million bushels or more annually, based on [nter- 
national Wheat Agreement export quotas and worldwide surplus 
disposal measures. It calls for the building of er storage 
facilities abroad for 400 million bushels of wheat, to be located on 
main world waterways near areas of underprivileged ssnsber and 
provides for acreage allotments based on historical and soil conserva- 
tion considerations. No mechanism of implementation is suggested. 
45..CCE ‘guarantee plan. The plan Is designed to enable the Govern- 
ment to withdraw from storage, ownership, and merchandising of 
loan-defaulted grain by transferring these functions to the private 
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trade. CCC would act as the guarantor of loans and purchase agree- 
ments without coming into actual possession or ownership of grain; 
grain delivered and accepted in payment for loans or in settlement of 
purchase agreements would become restricted grain which may not 
be sold into consumption or export except as diverted by CCC 


FATS, OILSEEDS, AND PEANUTS 


i There should be no price “support program for cottonseed, 
2. If fats and oils and oilseeds are to be supported it should be done 
through purchase of sovbean oil and lard coupled with an export 
disposal scheme in pre ference to b iving cottonseed products. 

In order to reduce Government inventories, the Government 


should sell cottonseed oil in the domestic market, replace it with 
equivalent amounts of soybean oil and lard, and sell the latter two 
abroad. 

1. Appoint a committee ol representatives of all sezments of the 
peanut industry, mm luding y wholesali and retail food distributors and 
restaurant and hotel operators, plus representatives of the Bureau of 
Human Nutrition and Sanne Economics and the Extension Service 
to aid in operation of the peanut price-support program and in mer- 
chandising Government-owned peanuts. 


MEAT ANIMALS AND WOOL 


Suggestions include proposals for direct (compensatory) payments; 
price-support purchases of breeding stock during low-price periods ; 
selling meat abroad; F wr ‘ral credit on livestock herds when prices are 
distressingly low; and prohibition of imports of livestock and meat 
during periods of low prices. One letter recommends that parity 
prices for cattle r ee sd by class and grade of cattle, not as a bs oa 
for price support by the Government but to place the cattle feeder i 
a anes favorable light in the eyes of the general public. 

Some of the more original suggestions are as follows: 

1. A two-price system of supports for prices of cattle. A certain 
quantity of sales per producer would be afforded support; all additional 
sales would be at an unsupported market price. 

2. Establish a fair price as the average cost of production on supers 
vised recordkeeping farms. Distribute beef to persons on relief i 
quantities that vary with the relation of the price of cattle to the fair 
price. Set quotas on cattle marketings to prevent alternate gluts 
and shortages. And, preferably, add a program to can meat and 
store it when prices are low, for institutional distribution or for sale 
when prices are high. 

3. Confine purchases of beef for the Armed Forces and school 
lunches to cow and heifer beef exclusively. Presumably this would 
continue only during the present period of low prices for cattle. 


MARKETING AGREEMENTS AND ORDERS FOR FRUITS, VEGETABLES, AND 
RELATED COMMODITIES 


1. Create producer-controlled national or regional sales monopolies 
for each commodity or class of commodities to regulate production, 
marketings, and prices 
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2. Establish a Central Farm Marketing Board to own and operate 
warehouses and facilities, and to buy and sell farm products in order 
to stabilize agricultural prices. 

3. Establish national and regional Federal Reserve Commodity 
Banks to merchandise agricultural commodities and products on a 
cooperative basis. 

4. Establish cooperative production enterprises in which producers, 
consumers and others participate as sponsors. 

Amend the Agricultural Marketing Agreement Act of 1937 to 
permit the issuance of orders prohibiting shipment of a particular 
commodity unless it is sold at or above a prescribed minimum price 

6. Amend the Agricultural Marketing Agreement Act of 1937 (or 
provide new legislation) to authorize self-sustaining stabilization 
programs, including the issuance of marketing orders for any agri- 
cultural commodity or product thereof, establishing stabilization pools, 
advertising and trade promotion programs, research activities, limi- 
tation of shipments, limitation of processing, and other types of 
market control. 

PRICE INSURANCE 


Some of the points mentioned in favor of various price-insurance 
plans are that they would: (1) Permit commodities to flow more freely 
into trade channels, (2) lower prices to consumers, and (3) stimulate 
foreign trade. There was little or no recognition of the necessity for 
spreading price risks between commodities and areas and for avoiding 
adverse selectivity. 

Some leading suggestions were as follows: 

1. Payment to stabilization fund by the Government and by 
farmers—when their income is above normal. Payments to farmers 
from the fund would be made—presumably when their incomes are 
be low normal—upon conditions specified by a Board. 

Under this proposal, farmers would pay in a certain percentage 
of ie income in the good years—to be paid back in the bad years. 
Local production credit associations would receive the payments. If 
the insured had a credit to his account, he could borrow on it at a 
nominal rate of interest. 

This plan suggests an insurance pool based on 100 percent 
of parity. No details are given as to how the pool would operate. 
As a supplement to the insurance pool, storable commodities would 
be stored to prevent a complete price collapse. All storage would 
be by individual producers or cooperating groups of producers. They 
could borrow on the stored commodity at 75 percent of parity. 

4. Provides for insurance plan based on the cost of production 
of the individual farmer. Producers would pay into a fund when 
they report a net income on their income-tax returns. The pay- 
ments would be collected by the Bureau of Internal Revenue. Pay- 
ments from the pool would be made when the producer’s income 
was less than his cost of production. A rather involved formula is 
proposed for determining the insured’s cost of production and for 
making an adjustment to this cost according to the efficiency of the 
producer : 
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TWO-PRICE AND MULTIPLE-PRICE PLANS 


Domestic and surplus marketing ce rti ficate S, negotiabl between handlers 
but nontransferable between producers. Each producer would be al- 
lotted domestic marketing certificates based on each individual’s 
proportionate share of the domestic market and surplus marketing 
certificates equal to the remainder of their average marketings of the 
previous 3 vears. Producers would be entitled to price support at 90 
percent of parity (through nonrecourse loans, purchases, and purchase 
agreements) on the quantity evidenced by domestic marketing cer- 
tificates, but at only 50 to 65 percent, as determined by the Secretary, 
on quantities evidenced by surplus marketing certificates. The first 
purchaser of any commodity not covered by either domestic or surplus 
certificates would pay into the Treasury the difference between the 
price paid and 125 percent of parity. Import quotas on commodities 
deficit in the United States would be allocated among foreign ex- 
porters on a historical basis in a total amount equal to the difference 
between domesti consumption and production 

Other proposals would use certificates to maintain at parity the price 
ol thre domestically consumed proportion ol storable commodities and 
sell all remaining production at world prices in foreign markets 
{ nder one proposal price support would bye ar the same pe reentage re 
lationship to parity as domestic consumption to total production, 

Kaualization fee plan \ plan whereby a tax, 10 cents in the illus 
tration, would be used in a manner comparable to the MeNary- 
Haugen equalization fee is suggested 

Other volunteer suggestions tend toward unqualified nondetailed 
proposals of a two-price system with the price of the proportion used 
in domestic consumption to be maintained at 90 or 100 percent of 
parity There are a few proponents of support for fixed quantities at 
a high level of parity with no support for the remainder. 

A domestic two-price plan for cattle, using food stamps, and 
several two-price plans for wheat, were summarized on earlier pages 


FOREIGN TRADI 


Volunteer suggestions on foreign trade include 3 major types of 
proposals: (1) Disposition of surpluses for relief purposes, (2) utiliza- 
tion of import duties to encourage exports, and (3) reduction of tariffs 
und LaXxes The third tvpe of proposal is obvious. Leading examples 
of the other tvpes are as follows 

lL. “‘Self-finaneing” disposition for relief—The crop-shelf proposal 
establishes a board which can set up separate corporations to handle 
surplus commodities. The board would determine the surplus (not 
defined) and maximum prices to be paid for such surplus. Pur- 
chases would be removed permanently from United States markets, 
but could be donated or sold in case of famine, or to “destitute per- 
sons,” in the United States or abroad. Operating funds are to be 
obtained by deduetion of 3 percent of the purchase price paid by 


elevators, warehouses, jobbers, wholesalers, importers and exporters, 


and by license fees pavable by the above at the rate of | percent of 
the purchase price Producers’ income from shelved crops is to be 
exempted from income tax. The proposal makes no further reference 
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I. PRICE SUPPORT AND STORAGE POLICIES FOR FEED 
GRAINS 


INrRoDUCTORY NOTE 


During the early months of 1953 there was creat interest, and some- 
times considerable bitterness, concerning the effects of the corn price- 
support program upon the welfare of livestock producers. It was 
argued that the price-support program for corn drove a wedge between 
the price of slaughter cattle and the price of range cattle sold as 
feeders. It was also argued that price supports for milk and butterfat 
could not equitably be reduced below 90 percent of parity so lone as 
the leading feed grain, corn, was supported at 90 percent of parity. 

At the same time there were those who felt that, over a period of 
vears, a strong price-support program for feed grains Was an advantage 
rather than a disadvantage to most livestock producers. The study 
entitled “Effects on Livestock Producers of Price Support and Storage 
Programs for Feed Grains” was prepared in July 1953 in response to a 
specific request from Congressman Hope. 

At about the same time, the National Agricultural Advisory Com- 
mission requested some background studies relating to feed grain 
policy. The second study in this section separates out two aspects of 
a corn price-support program which are often combined or confused, 
namely (1) the average level of support and (2) the degree of vear-to- 
vear variation or flexibility around this average 

During the summer of 1953, before the corn crop was made, it 
seemed possible that a large crop might raise total corn supplies to a 
level at which marketing quotas would be mandatory. Under 
present legislation, this possibility still exists with respect to the 1955 
and later crops. 

Marketing quotas have never been applied to corn in the past, and 
it has been generally felt that the administrative difficulties involved 
in such a program would be prohibitive. Successful enforcement 
would amount to rationing not only the corn sales of each producer 
in the commercial area, but also the amount of corn which he would 
be allowed to feed his livestock. 

The study entitled ‘Alterpatives to Marketing Quotas for Corn”’ 
was prepared during July and August 1953 in response to a specific 
request from Congressman Hope. If marketing quotas were not 
practicable, what feasible alternatives were there to bring the corn 
program back into balance and avoid excessive stock accumulations? 

The study entitled ‘What Is an Adequate Feed Grain Reserve?”’ 
was prepared at the request of the National Agricultural Advisory 
Commission. The Commission felt that the corn carryover in prospect 
for 1954 was too high. At the same time, there was considerable feel- 
ing that the carryover allowance of 10 percent (roughly 300 million 
bushels) provided for in existing legislation was too low as an object 
of public policy. The approach used in this study is, first, to estimate 
what contingencies can be covered by different carryover levels for 
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\ Cy te [ \! \ 
I ! i DI O} i Urruss ) ) 
PROGRAMS FOR FEED ¢ ‘S 
TT ( ! itt] prices ¢ re thie D t few months iS mace 
( tely consci f the relatively tble pri of 

( 1 he ole OL pre supports Hiaintawiy Chel Wit 
( | roe reed Suppiles i iowerlh ol p) ce Wpports ) i¢ 
rau would indeed provide temporal rt i ior mat livestock 
1) « wers 

But over a period of vears the price and supply stabilization features 
ol p eC Supports On feed grains can benefit livestoc Ik producers SsUuD- 
| | I] ah dequate supply ol feed available at a rela 
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than beg subject to constantiv vi rvins supplies and evel more 
iriable prices of feed 

This is the general situation Within it there are marked differ- 


ences according to kind of livestock, area of production, anc, most of 


all, conditions of consume! demand Trends in demand are so 
important as to merit consideration of feed program effects separately 
for conditions of (1 table and (2) variable demand. 
Stabli and 
When consumer demand for livestock products is stable—that is, 
en the number of persons employed and their incomes remain 
b the same from month to month or vear to vear—a program ot 
pric supports and storage for feed grains is a stabilizing factor to the 
livestock industi This is especially true after the industry gets 
itself adjusted to the level of demand and of feed prices. For then, 
with prices comp irativelys steady for the products they sell, livestock 
producers are hot s bye eted to the shocks of abundant supplies and 


low prices of feed one vear, pe rhaps followed DY less ample or even 
short supplies and higher prices the next year. They can adjust 
their scale of production to a more nearly uniform level. To be sure, 


complete stability is not accomplished, but the fluctuations that 
remain are less severe than those before 

Differs nt degrees of stability would be achieved in erain-consuming 
than in forage-consuming livestock, and in livestock produced in 
feed-surplus than in feed-deficit areas.? Present price programs for 


feed concern only the feed grains. They do not include hay or other 
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and 7 percent esp LIV¢ 0 feed s ead rain eat ol 
rest 1s byproduct 1ee¢ uve the most directly affe db pr ane 
storage programs fo! these grains seef cattle on feed receive 67 
percent of then reed Irom oTains and also are immediately nitected 
by Crain storage Other eattle, ineludine dai OWws nd sheep are 
pri rarily consumers of forage 

There nevertheless is less difference among livestock classes in the 
stabilizine value ot teed gram storage t in th e Tis ires would suge¢est 
Grain can always be substituted for forage to a considerable extent 
Storage of cram thus he Ips Lo offset Variations in the supply of for: 
and therefore indirectly has a stabilizing influence on forage-consumit 
livestock. Nloreover, the rate of feedine erain and other concen 
trates per head of livestock is a major short-run influence on outp 
of several livestoek products—milk most of all Henee, stabil 
the feed grain supply helps ereatly to stabilize tne produetion of thos 
products 

Farmers who produce and feed their own grain are probably less 
conscious of feed prices than are farmers who buy most or all of then 
feed The Midwest Is thre chief feed-surplus producer The recion 
is likelv to have enough feed for its own use in below-average crop 
vears, and ean be a first claimant on much of its own supply The 
Kast, South, and West are feed deficit 

It is difficult to ceneralize the effeet of feed programs on a recional 
basis. However, it would appear that in the Midwest, where livestoe] 
producers are likely to think as much in ter of the size of feed 
Supplies as their prices, storage and pre programs for f ed would 
have a marked effect in stabilizing livestock production. Influenced 
most would be the up- and down-swit in h I hetion In the 
East and perhaps the Southeast and west coast, which are primarily 
dairv-poultry regions, some added stabil tput would result 
but chieflv there would be relief from the price and income effect of 
alternate high and low feed prices. These latter regions have usually 
held up output fairly well vear after year, but have seen their net 
incomes narrowed sharply In vears of | o}) prices for feed 

hese remarks are not intended to suggest any difference in the 

longtime average level of return to livestock producers in feed-deficit 
versus feed surplus areas, or in one kind of livestock production 


versus another, either with or without a feed progran \{ a 


time, any livestock enterprise adjusts to competitive costs so as 


approximately to equate net returns. But in strictly short-run 
periods, the prices, production and returns from livestock can behave 
quite differently for one area or one kind of livestock than anothes 

| ry) 


and differently with feed programs than without then 


Apart from the greater stabilization of livestock output and prices, 
notable improvements result from feed storage in other ways Par- 
ticularly is there an enhanced efficien \ in UusIng fe d, lab nr, buildings, 
and other materials in livestock production when feed prices and 


therefore the size of livestoc k operations are afforded some stability. 


Varying demand 


When consumer demand for livestock products varies, the effeets 
of feed supply programs take on a different chracter. For in this 


case the stabilizing influence of the feed storage program is com- 
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plicated, with varying consequences, by the unstabilizing influence of 
the ¢ . mges in demand, 

If demand increases sharply, reserves of feed at a comparatively 
stable price are a definite benefit to livestock producers This was so 
well demonstrated at the beginning of World War IT and again at the 
beginning of the Korean conflict as to need no elaboration. In effect, 
the livestock producer prospers from the expanded demand, and the 
consumer benefits too: the producer of feed receives at the time little 
extra return from it 

When consumer demand decreases due to a business recession the 
effects of a grain price-support program are opposite. The feed grain 
producer Is partially insulated from the weaker demand, while the 
livestock producer is forced to make adjustments to it. He finds it 
necessary to pay prices for feed grains nearly as high as before It 
is in this situation that livestock producers, principally producers of 
grain-consuming livestock in grain-deficit areas, are most vulnerable 
to a price pincers Without a feed-support program, the effects of 
weaker consumer demand would be passed back to the producer of 
feed In the for ll of lower prices for feed: under 2 feed program, the 
livestock producer is caught between declining prices for his product 
and less reduced prices for feed and is forced to adjust his output to 
the new price relationship 

After the adjustments to new demand conditions are made, prices of 
livestock products are higher than they would be in the absence of 
feed storage. The contractions in livestock output tend to restore 
prices of livestock products. In this sense there is some ultimate bene- 
fit from feed programs after the painful adjustment process is over 
Though price may be held up income is not, since the volume of pro- 
duction and marketings is lower than it had been 

Livestock produce rs whose products are accorded some price sup- 
port chiefly dairvmen and wool producers—are not required to make 
such a difficult adjustment when demand declines. It is the hog and 
poultry producers and cattle and lamb feeders who are caught most 
tightly in the temporary squeeze between declining selling prices and 
less flexible feed costs. 

Cy les in livestock 

In addition to instability arising from fluctuating supplies and prices 
of feed and from unsteady demand, there is a cyclical variability 
caused by leads and lags in production adjustments within the live- 


stock industry itself. The long-time period that elapses between a 
production decision (as for breeding) and the consequent marketing 
gives a cyclical pattern to most adjustments in livestock. The longer 


the natural biological period, the longer and more obvious the cycle. 
In chickens adjustments are made quickly. In cattle, which have a 
long life span, there is a long cycle. 

Cyclical changes in livestock production when feed grain prices are 
stabilized have effects much the same as changes in demand. When 
production has expanded evcelically and livestock producers find their 
selling prices lower but the price of feed remains unchanged, they 
experience a price-cost squeeze like that which results from declining 
consumer demand. 





Feed g s when supported change slowly because (1) the parity index, which partially determines 
the suy , change low! 2) support prices, announced a year in advance, can be adjusted only at 
vear In co d feed et ency toward constant charges by mixers and dis- 
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lo abandon price programs on feed would not aid livestock pro- 
ducers greatly, except sometimes temporarily. When there are no 
feed programs, prices of feed do not move up or down sympathetically 
with cyclical changes in production of individual classes of livestock; 
cye lical livestock-fee ‘d price a ezes occur ther hn, too, ant | live stock 
production a ljustments are required just as they are when feed pro- 
grams are oper: iting. 


Long-time levels 


Not considered heve is whether the long-time level of livestock 
production is higher or lower due to programs of price support and 
storage for feed. The above comments have been directed to the 
question of short-time fluctuations a their possible moderation. 

The height of price supports on feed grain determines their overall 
effect on the volume of livestock production. Should supports be so 
high as to restrict the livestock industry and re quire acreage allotments 
on corn, total livestock output would probably be smaller than under 
no supports or lower supports for feed. Supporting feed grain prices 
at low levels would certainly not restrict livestock output and might 
give a small net expansion. There might be less stability if too little 
reserve should be built up to meet needs in short-crop years. 

There is evidence that the assurance given feed grain prices by 
supports while most livestock prices are unsupported may encourage 
more storage of grain and result in a slightly smaller livestock produc- 
tion than would take place under the same but unsupported feed 
prices. In 1953, for example, fewer pigs are being raised than would 
be expected from the present high hog-corn price ratio. Apparently 
the relatively assured prices for corn but less assured prices for hogs 
are tending to hold hog production ] ‘low what it WO ild otherw ise be. 
This apparent feature of a grain support and storage program may be 
regarded as favorable or unfavorable depending on wt 


at the objectives 
in livestock production and prices are held to be. 


Summary 

In summary, livestock producers appear to be better off because of 
price and storage programs for feed grains than without them. 
Having a stable supply of feed available at comparatively stable prices 
helps livestock producers to stabilize their operations during a period 
when consumer demand is unchanging; and it aids them greatly when 
a sharp increase in demand calls for a stepped-up livestock output. 
These advantages appear to outweigh the disadvantage in which 
many livestock producers find themselves when demand declines, as 
they are squeezed between a falling price for their product and 
relatively firm prices for feed—a price squeeze that lasts until the level 
of production is adjusted so as to restore a more nearly normal 
product-feed price relationship. 


SOME EFFECTS OF THE AVERAGE LEVEL AND FLEXIBILITY OF PRICE 
SUPPORTS FOR CORN 


— of the ave rage price support level for corn 
Over a period of years, prices of feed grains and of grain-con- 


suming livestock and products tend toward fairly definite average 
re lationships the well-known livestock-feed price ratios. 
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iQ vears On the whole. there was lUttle price-support activity on 


livestock produets, and corn prices avera red above Support levels 
90 percent of old parit in 8 of the 10 years 
4 ] ‘ ’ r 1 2 - . ] : 
Livestock-ieed LOS dut 1943 2 ave raced close Lo their earlier 


1 . 
long-run levels. The hog-corn ratio, for example, averaged 12.7, 
identical with its average during the 20 vears, 1932-51. The new 
parity prices for hogs and corn stand in the same ratio as their 1943 


average prices, namely, 12.4 





ee 
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6. The effective parity prices of all livestock and livestock pr : 
are based on the new formula. As 75 percent ¢ f the corn ¢ rop is irst 
marketed in the form of livestock products and 15 percent more goes 


o 
into feeds purchased by other livestock producers, there are strong 
reasons for basing corn parity also, and corn price supports, upon thi 
new formula. 

he Uncle r present le risiallon, howeve r th parity pri Ol 1 is 
to be calculated by the old formula until Jai ar 1, 1956 \s 
July 15, the parity price of corn by this formula was $1.77 per bushel 


As of the same date, the parity price of corn if calculated by th 








new or modernized formula would have been $1.59 per bushel, equiva- 
l¢ nt to | ist YO percent Ol the ol parity 

In the past, from year to ve: a reductio1 r 104 | 
market price of corn (with total consumer incon remaining ce 
has been associated With ar rease of 4 to 5 pereent in the a of 
corn utilization equly lent a present to iro 120 to milion 
bushels. Thus supports b on 90 percet fy arity fo n 
would relieve SOT ¢ of th pressures wh hy may CoOncinue LO mount 
at the present support 

Ss. Setting corn mpports at YU percent Of new parity Wo ld not 
mean that market prices for « 1 would always | LU percent low 
th 1 nd I the | > ‘ \ he | LI 0 1 SLO it 
situation has been eased, the de und for livestos ro S 
high employment economy, would probably pull corn prices above 
the new support level ood deal of the time 
I ffects of yea f ar fhe ) Y 

1. The need for flexibility in rn 1C¢ Orts depends ( th 
typical level of support ic} contemplated No flexibilit ould 
be n eded | lo tvVpi¢ il support | vel fo! nat 60 pereent ol W 
parity, as market prices probably would 1 lrop below that level 
even in a record crop year such as 1948, 

But flexibility becomes an important iss f the tvpieal pri 
port level 1 90 pel tof old 1 ity I} rt level ith normal 
livestoe] ( ad rs) Os )! ? hin C 
prices at 100 percent of th own pal levi 
livesto x pric “ it] » iittle CLO ] I : 
corn prod ction rises | 1 littl ( , 1 | u 10] l 
price upport accel \ l LO 34 \ The p | is 
lation) unless corn prices late1 bo { t | lL by D | { 
plu i ) | ( i l 
quality, these sto , 
Witl Ol ll ! it | j ( ris 
be unlikely unless the next ) ; 
bu hel oO ess. as itl , > 

2. With corn supports based on 90 percent of 1 parity, croj} 
around 3.2 billion bushels should clear the n 


high employment. And a crop of 3 billion bushels 

net release of price- upport stocks. \ program b: 

of new parity would accommodate avers re Corl viel 

per acre higher without getting into surplus difficul 

program based on the same percentage ol old parit Vy. 
a] 


3. Under the terms of the Agricultural Act of 1949, it would take 
a very large corn supply indeed to permit supports as low as 80 percent 
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of parity. If the flexible schedule were available now, support for the 


1953 crop could be no lower than 82 or 83 percent of parity. An 
average corn crop it 1954 Co ipled with the prospective GOO million 
bushel earrv-in. also would per t a2 minimum support price of about 


S33) pereent of Da 


W hile a DOLCY OL Carl li’ lat r¢ StOCcCKS OL corn Si\ i020 to 1.000 


million bushels would permit price supports averaging between 80 
and 85 percent of parity, it might not be desirable to take advantage 
of this fact so long as current production of corn was clearing the 
market at 90 percent of (new) parity. But administrative discretion 
to use the flexible schedule when needed might provide al preferred 
alternative to acreage allotments on corn at certain times 


ALTERNATIVI rO MARKETING QUOTAS FOR CORN 


This statement was prepared in answer to the following inquiry: 


I ew i the p I ! pp ite rea arketil iota l els and 
the expe ed diff t f adn market!! lotas for cor what appear 
t is I W hie t S 
rea 
I i ul 1 Lie ) 
ha i i t ( ) 
80 ws 
] ] } ¢ + ? r - 
lt appears desirable to analyze the current situation (as of August 
1953) in its legal, economic, and other aspects before presenting 
possible answers to these qupstions 
i 
[ } arketine l a li tele ( a t would 
annly to Fh 19 h ¢ p ( 


Section 322 (a) of the Agricultural Adjustment Act of 1938, as 
amended, requires the Secretary not later than November 15, 1953, 
to proclaim that marketing quotas shall be in effect on the 1954 crop 
of corn in the commercial corn producin r area if he determines 

1) that the total supply of corn for the 1953-54 marketing 
vear will exceed the normal supph for such marketing vear by 
more than 20 per centum l 

2) that the total supply of corn for the 1952-53 marketing 
year is not less than the normal supply for such marketing vear, 
and that the average farm price for corn for 3 successive months 
of such marketing year does not exceed 66 per centum of parity. 

Section 322 (d) of the act, as amended, would require the holding, 
within 20 davs after the date of the issuance of a proclamation of 
marketing quotas on the 1954 crop of corn, of a referendum of corn 
producers who would be subject to the quotas to determine whether 
such producers favor or oppose such quotas 

Section 327 of the act would require that the 1954 commercial 
corn-producing area be proclaimed not later than February 1, 1954. 

Section 328 of the act would require the proclamation of the acreage 
allotment (if any) on the 1954 crop of corn for the commercial corn- 
producing area not later than February 1, 1954. 

Under these provisions of law, marketing quotas would be pro- 
claimed only when supplies reached a certain l vel, or when prices for 
corn were low and supplic S exceeded norma! needs, whereas acreage 
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allotments are required each year unless dispensed with by the 
Secretary under the emergeney provisions of the act 
Section 362 of the act, as amended, requires that 


No ‘ t 1 crea il ta for each far 

Or 1 ir as 
prac ealble be maul ur ) ( lor 

t te re m 

\ 


Accordingly, if marketing quotas were proclaimed (not later than 
November 15), the commercial corn-producing area and the acreage 


allotment lor such area would have to be det rmined and proclaimed 


at about the same time in order that farmers could be notified of their 
farm-acreage allotments prior to the date of the referendum 


The corn situation, 1953-54 


Mhe 1953 corn crop of 3.216 million bushels (September ndication 


al | r | 
! 
plus the prospective carryover of about SOO mullion bushels is more 


than adequate for prospective domestic and export requirements 


Carrvover stocks at the end of the 1953-54 marketing vear probably 
will increase to around 900 million bushels, as supplies of other feed 


erains and byproduet feeds are adequate for the livestock to be fed. 
Under present law acreage allotments will be required for the 1954 
corn crop, except In Case Of a national emergency The normal Ssup- 


ply of corn for both 1953-54 and 1954-55 is placed at about 3.5 billion 
bushels. Deductinge the prospective carryover (on October 1, 1954 
and the 650 million bushels estimated production in the noncommer- 
cia! corn-producing areas (not subject to allotments), only about 1.950 
million bushels would be needed from the commercial corn area. The 
acreage-allotment level would thus be around 44 million acres for the 
commercial area, around a fifth less than was planted in that area 
in 1953. 

Marketing quotas for corn are required if the produetion plus 
carrvover exceeds 120 percent of the normal supply. Adjustments 
from estimated 1952-53 disappearance for abnormalities, as pre- 
scribed by law, are included in ealeulating normal supply. Current 
estimates of production and carryover are within about 200 muillion 
bushels of the level at which marketing quotas would be required. 
Carryover needs 

Price support and storage programs for corn during the past 15 
years have materially reduced the earlier variability of corn consump- 
tion. During 1926-37, about 60 pereent of a year-to-vear change in 
corn production was transmitted into a change in livestock feeding 
On the average, 30 percent of a change in corn production was taken 
up by changes in year-end stocks. During 1938-50, these propor- 
tions were reversed, with only 30 percent of a change in corn production 
being transmitted into livestock feeding, and 60 percent into changes 
in stocks. This has, of course, resulted in a much higher average 
carryover of corn in recent years than was typical prior to 1938. 

Under peacetime conditions, the main argument for stabilizing 
feed grain supplies and prices rests upon the desirability of stabilizing 
livestock production. Livestock producers and processors should be 


5 Final estimates were 3,177 million bushels of 1953 crop production and an October 1, 1953, carryover of 
769 million bushels. 

6 Actual 1954 acreage allotment announced January 20, 1954, is 46,995,504 acres, or 17.4 percent less than 
was planted in the commercial corn area in 1953 
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result ot greater stability in 
-yrain stocks to meet the initial 


nobili ation has been demonstrated 


ent tO WW rid War [] 





our 
stilit Sin Ko 1 
vestoek feed in the United States 
rail fed to liv stock I In- 
| (‘orn mav be stored on the 
| Livestock production in 
! 1 vear is matertallyv affected by the amount : vailable for feeding 
during the veal Corn must be prominent, therefore, In any program 
» stabilize phvsical supplies of livestoe k feed 
I report entitled “Reserve Levels for Storable Farm Products,” 
) i for the S te Committee on Ag lture and Forest ) 
\ ) | V2 thre follo il tntement ipp rs 
isa 10 | \ 
| . ] 
’ \ () ( ‘ ‘) } Helo é e( tr 
! oO vesto wnd 
f; ' feed er ns t ( 
) it 1 i ) n 
1) ta 9 : 
} f ) y sa lit ) | 
i I ( url ) to 1 
ol ) | ] i iO 
he advantages of stabilizing livestock production and maintatn- 
1 rese! fi lefen mergent ire deemed sufficient to 
\ tor ls suc] i Hos iu ! Lion \\ yuld Lpp 
Hie deration should | ive to ralsi He ¢ over allowances 
ta ) i! I lari hy Impl cj ft 1 rr | ) sfor ly nner! - 
llotmen mn) l otas are applied \t the same I 
Shy ic ! Zed thi DOL 0 il O | ey OL Cori 
hve ora COS md p risks. SO {i \ ih hy ‘Suib mM 
net | to th price- pport wey 
In view of the fact that ordinarily only about one-fourth of the 
corn rop 1 sold from LI here produ a Lt would appeal X- 
( \ re Lidvi¢ } tT two { ( a ( Vv" ] ( lad be n 
fave woking market otas fe If marketing quota 
irned down bv voting farmers, tl ould be a ver erious 
drop in the market price for corn, with undesirable effects on other 
parts ol the economy as well 
Th would also raise a question as t y the price at which CCC should 
sell it orn and the xtent of the loss which m rht | re aliz don such 
sales With the price support at 50 percent of parity and with corn 
ize unrestricted, corn prices would be much lower than at present 


CCC would be faced with the alternative of selling corn at very low 
prices or holding it for the possibility of rising prices later Corn 
roing out of condition would necessarily have to be disposed of at the 
market prices existing at the time 

Therefore, in view of the difficulti that would be involved in 
adminisiering the marketing-quota provisions of the Agriculture Ad- 
justment Act, it is suggested that acreage allotments be relied upon 


for adjusting corn production to a level in line with domestic and 


export requirements It appears that a continuous acreage-allotment 
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program for corn would be sufficient to effect the necessary adjustments 
In acreage and production in periods of reasonably high demand such 
as we have had since World War I] 

On the basis of our experience in 1950 it is probable that participa- 
tion in an acreage-allotment program would be in the n izhborhood of 
50 percent. Such participation would be expected to give a reduction 


of about 4 or 5 million acres for the ertire country Ip 1950 corn 
acreage was reduced 5.5 million acres in the high-yielding commercial 


area With acreage allotments on cotton, corn acreage increased 
about l million acres mm the South hn st es vie era corn 
yields were lowe! With average growing conditions, and assuming 
a continued cenerally favorabl level of demand, a national orn 
acreage of around 76 or 77 million acres would produce less than our 
probal le requiremen 5 

A short crop would enabl is to make s ibstantial inroads In ur 
ecarrvover sto ks of corn Along ith the allo nent prog! Lor 
corn a provision night be considered that on farms having cotton 
allotments, farmers would not be ible for cotton loans if they 
increased their corn acreage over the preceding year. Also, join 
compliance provisions might be Ol d out so that farmers stavu 
vithin their wheat allotments could not offset the decrease by inereas 
ing their corn acreage 

In addition to some reduction in acreage and production of corn 
through acreage allotments, application of the flexible price-suppot 
provisions of the 1949 act would make possible ar increase in corn 
consumption. With supplies as large as those in prospect for 1953-54 
or 1954-55 assumin a normal rowin Caso! hext Veal the 
sliding scale provision oO thre act woul | eall ora pl € SUPpOrt OI bout 
S? or 83 percent of parity Based on the curren {ugust 15) parity 
index, S82 percent of the old parity for corn (née n effect would . 
$1.46 per bushel, and 82 percent of the mode | paritv (which cou 
be applied as ol January 1956) we ld be $1 ) | is comp 
the present 90 percent support of $1.60 per bushel under the old 
parity formula. 

Based on past relationships, a | ent 1 tion in price would 
probably result iIna4ol Dereelh it iLs¢ qomestic ULMIZATION of 
corn, aitel adjusting lO ‘ Ors ¢ l I ] I 0 | 
upports were lowered Ql 1 to al mit SZ per 7 OlG DATILY 1d 
present conditions, corn upper ce would bably ine S 
100 to 150 million bushels per vea Support at 82 p it of mod 
ized paritv under current conditions should permit an imerease of 2 
to 300 million bushels in domestic corn util ion Lloweve nly 
100 to 150 million bushels of this would be at itable to use of the 
f] xtble scale as sul hi 

The combined eflects Ol cuct | oO 1 OU TT lion | 
mm corn produ Lion th ugh acreage aloun . and 3 1 | sc OO 
100 million bushels or so in cons nption vith the fle ble pric 
supports) could make substantial reduetions in corn supplies over a 
few vears, given continuation of a reasonably higl vel of de such 
fs We have had since World War I] { 1} ! oderniz ay 
formula were adopted under these demand cond oO! und Suppo 
ranged from 80 to 90 percent of this parity ($1.27 to $1.43 per bushel 
as of August 15, 1953), corn pri es would probably average above the 


Sul port level in most years J is combimat DOHC ana 
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cumstances should provide sufficient opportunity to balance the supply 
and demand for corn over a period of years without invoking marketing 
q! lotus 
le peage controls on soybean X 

If acreage allotments are announced for corn, it appears essential 
that acreage allotments be established for soybeans at the same time 
in order to limit production of fats and oils to reasonable levels 
Several of the major corn-producing States are likewise the more 
Important soy bean-producing States and a nominal percentage reduc 


l 


tion in corn acreage would be of major significance if devoted to the 
production of soybeans. The increase in soybean acreage in this 
country was very pronounced during the 1930’s when corn acreage 
was reduced. With sovbeans now an established and important crop 
it is reasonable to nue: that. In event of corn-acreage restrictions. 
the shift to soybeans would be even more pronounced than was thy 
case nm the 1930's The need for production controls on sov beans 
would be further influenced by the possibility of acreage controls and 
for cotton in 1954. In 1950, when both corn and 
cotton were subject to acreage restrictions, sovbean acreage increased 
about 3 million acres, of which 2 million were in the Corn Belt 

Existing legislation provides only for acreage allotments on soy- 
beans and predicates eligibility for price support on compliance with 
such acreage restrictions However, there is serious doubt as to 
whether ncreage allotments alone would be sufficiently effective to 
preclude production of a substantial surplus of fats and oils and oil- 
bearing materials Under such conditions there would be Pa] tendency 

further increase the already large surplus of fats and oils and oil- 
seeds held by the CCC and to further postpone needed adjustments 
in the fats and oils economy 


marketing quotas 


B. SroraGcE Pouicy 


WHAT IS AN ADEQUATE RESERVE LEVEL FOR CORN AND TOTAL FEED 
GRAINS? 
Summary and conclusions 
|. The first step in deciding what level of corn carryover is adequate 
is to estimate what contingencies can be covered by different carryover 


levels. The second step is to decide what contingencies should be 
covered, in view of the costs (and benefits) involved in providing for 
them. 


2. About 150 million bushels of corn and an equivalent combined 


tonnage of other feed grains are needed at the end of a crop year 
(October 1 for corn) to cover minimum “‘pipeline’” needs until new- 
crop corn supplies start moving in volume. These stocks are carried 
in private ownership. 

3. Carryover stocks of oats, barley, and sorghum grains combined 
at the ends of their respec tive marketing years have rare ly exceeded 
the weight equivalent of 250 million bushels of corn—which means 
not more than 100 million bushels corn equivalent of usable reserves 
over and above minimum “pipeline” stocks of these grains. 

The great bull of our usable feed-grain reserves (above “pipeline” 
needs) has been, and probably will be, carried in the ferm of corn 
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4. Judging from 1901-50 experience, corn production is likely to 
stay within 10 percent, or about 300 million bushels, of its trend level 
in 3 years out of 4. Changes in peacetime demand for corn from 
one year to the next are usually small. 

Total carryover stocks of corn averaging 300 to 350 million bushels 
would probably be adequate to offset variations in the supply and 
demand for feed grains within the normal range mentioned above. 
In addition to “pipeline” stocks of i50 million bushels, the total 
carryover would generally include 150 to 200 million bushels of usable 
reserves, some in private hands and some under loan or in CCC 
ownership. 

In averaging 150 to 200 million bushels, these usable supplementary 
reserves might range from 0 up to about 300 million bushels. 

5. During 1901-50 there were 3 years in which corn yields fell 10 
or 11 bushels below trend, involving production deficits of 800 to 900 
million bushels of corn. In 2 of these vears (1934 and 1936) pro- 
duction of other feed grains was also below trend by 300 million 
bushels or more corn equivalent. To be sure of meeting 50 percent 
of a total feed-grain deficit of the 1934 or 1936 magnitude would 
require usable reserves of nearly 600 million, or a total carryover of 
about 700 million, bushels of corn 

6. A more efficient Way than this to provide for seriously low corn 
yields (production more than 300 million bushels below trend) might 
be to carry an emergency reserve of perhaps 200 to 250 million bushels 
for use in the years in which corn production was seriously short, and 
under special resale price limitations, as ‘‘not less than 105 (or 100) 
percent of parity.” 

7. Under present circumstances, there is a good deal to be said for 
carrying some corn as a reserve for defense emergencies. The size of 
such a reserve should logically be based upon considerations of (a) 
the likelihood of defense emergencies over the next few years and (b) 
the extent of damage to the economy if such emergencies find us 
without feed reserves. 

Some rather arbitrary assumptions on these two points lead to 
defense reserves of anywhere from 200 to 400 million bushels. If war 
danger increased, a high reserve level would be justified; if war danger 
should diminish, the size of this reserve should be scaled down. 

8. For efficiency and economy, stocks carried (1) for defense needs 
and (2) for serious production deficits should be operated as a single 
emergency reserve. The size of this reserve under present conditions 
should probably be about 300 to 400 million bushels. If defense 
hazards diminish, this reserve might be pared down to the 200 to 
250 million bushels suggested as a reserve for low-vield contingencies. 

9. The combination of policies outlined above would lead to a corn 
carryover of the following size and composition: 


Million 
hushels 

Emergency. reserves"... 2 cs co ceccwcs 300-400 

Minimum “‘pipeline’’ stocks........--.-- 150 

Subtotal oi ci cia Sine ean SP aaa 150-550 

SUPPlONENIAlY StOCKS... . cu dsncacacasnas= 0-300 

Total carryover tis aba ax ates so ate ch 150-850 


On this basis, a typical carryover during a period of normal yields 
would total 600 to 700 million bushels. Stocks would average 
considerably less than this for 1 to 3 years following a severe drought, 








am would. o eourss be drawn dov au a major detense 
emercencecy 
10. Althoueh some elements underlying the above total carrvover 
‘ re } ttere oO ment t eems clear that the (rovern- 
rent should not, under present conditions, take actions calculated to 
ar ( the total con ( rTvover below abou 900 million bushels 
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ACREAGE AND YIELD EFFECTS 
ON CORN PRODUCTION 
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VARIATIONS IN ADJUSTED CROP YIELDS® © 
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PADJUSTED ROUGHLY TO 1952 CONDITIONS BY AVERAGING: (1) ACTUAL DEVIATIONS FROM 9-YEAR MOVING AVERAGES, 
CENTERED AND (2) PERCENTAGE DEVIATIONS APPLIED TO 1952 GOAL YIELDS 
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In t] ve w1ion t| nev reserve micirt by channeled 
nto p eul al SO! Ses Despite some sl ppages which 1 cht 
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occur, this Sort of program would be more ett tive in rel 
severe hardship than would one ol selling corn treely to all comers 
Dawe a , . . 

Price li nitations Oh resale Of the emergenev reserves, as at “‘not less 


than 105 (or 100) pereent of parity,” might also be prescribed 


eas ; 
Additional stocks (bevond both ~ pipeiune and emergency resery 


i I 


needs) would be carried, some in private hands and some under loun 


or in CCC ownership. These supplementary stocks could flow into 
or out of CCC loans or inventories under the conditions specified in 


present legislation 
Such stocks, private and CCC, averaging perhaps 150 to 200 million 


bushels, should take care of fluctuations In corn production Within 


the more usual range—that is, within 300 million bushels of normal 
If an emergency reserve were maintained, there would be little reasor 
for carrying usable supplementary stocks of more than 300 million 


bushels (plus minimum “pipeline” stocks of 150 million bushels 
The policy just described would lead to total stocks of 350 to 700 
"11" 2" . 
million bushels in most vears, or a normal level of | 


million bushels 


erhaps 500 to 550 


de Even titIs POLICY could nvolve some net losses to the price- 


support agency, given continued peace and a stable general price level 
For the release of CCC stocks under short-crop conditions would 
usually prevent extreme price increases, so that the price advance on 


CCC emergency stocks would probably not cover (in full) the averas 
cost of carrying them between sucee ssive low -vield years. 

It is significant that, in the absence of price-support programs, veal 
end stocks of corn in private hands have never exceeded 400 million 


bushels. When a’ Mol 


f i rl-pt 


( complex approach is applied to ire { 
price fluctuations sce the following study, \ New Approach to Storage 
Policy), it appears that no larger stocks than this would be justified 
on the basis of strict profit and-loss considerations by private 
operators 

(Government storage operations requce corn price fluetuation sand 


decrease the opportu! ties for “speculative” gains on either p 


or (;overnment owned corn ST O¢ ks 1] nee, any NOSItive torage 
policy on the part of Government may involve some net costs to the 
Treasury These potential costs may be set off against the benefits 
to farmers and others of averting extreme hardship and inet ng 


} } 


the stability of feed costs and live StOC} prod tion 


8. A brief note on the relation of feed eran supplies to live or 
production may be helpful Kicure 2 illustrates the relative pend- 
ence of different classes of hin estock on (a corn, h othe r feed ra 5 
and byproduct feeds, and (ec) hav. range and pasture 

In 1950-51, corn accounted for 26 per t of the total fee 
of all livestock. Other grains accounted for 10 percent, and byproduct 
feeds for another 10 percent. These three groups of “feed concen- 
trates’? made up 46 percent of the total feed intake. H 
range and pasture made up the remaining 54 percent 

Over the vears there has been considerable association between 


changes in corn production and changes in production of other feed 
grains, but this relationship has been by no means uniform. Aggre- 
gate supplies of byproduct f such as wheat millfeeds, oilseed 
meals, hominv and corn-gluten feeds, are relatively stable from vear 
to year. Production of hay for the Nation as a whole shows very 
little association with production of feed grains on a year-to-vear 


eeds 
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basis, although a severe drought in a particular area may reduce both 
hav and feed-grain production at the same time. Except in extreme 
vears, there seems to be little association on a national basis between 
vear-to-vear changes in the production of feed grains and in the 
quantity of feed obtained from range and pasture during the corres- 
ponding October-September feeding years, especially since much of 
the feed from pastures comes in the next growing season. But this 
is not always true for particular areas. During the extreme drought 
vears, large areas in the Great Plains suffered a disastrous reduction 
in range feed as well as in supplies of hay and grain. 


DISTRIBUTION OF TOTAL FEEDS FED 


By Type of Feed and Class of Farm Livestock 


Ss 


Aaanaaianedad 


SOURCE OF NUTRIENTS, BY TYPE OF FEED (%) 


YU 


WZ Other grains and my Hay, silage, 
“ concentrates "pasture & range 


*CORN EQUIVALENT OF TOTAL FEEDS CONSUMED, 1950-51 


U.S. DEPARTMENT OF AGRICULTURE NEG. 48505-X BUREAU OF AGRICULTURAL ECONOMICS 
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When we look at corn and other feed grains in the framework of 
total feed supplies, we can understand how livestock production In 
the aggregate was fairly well maintained even during the 1934-36 
drought period. The reduction of roughly 40 percent in corn pro- 
duction between 1933 and 1934 meant in itself only a 10-percent 
reduction in the total supply of feed. The fact that other feed grains, 
hay, and even grass in certain areas were also affected gave the 1934 
drought its particularly severe character. Further, a 10-percent reduc- 
tion in total feed fed to livestock would ordinarily mean something 
less than a 10-percent reduction in the output of livestock products, 
as some efficiencies are possible when feed page s are very short 

Hog production is more sharply affected by changes in corn supplies 
than is produc tion of other classes of eats Sieg ‘Cattle and turkey 
production also show significant changes in response to variations In 
corn and other feed concentrate supplies. Production of milk, eggs, 
chickens, broilers, and sheep and lambs has been little affeeted by 


vear to year changes in feed concentrate supplies. However, the 
profitableness of dairy and ee operations, particuls rly in the 
7 and on the Pacific coast, may be sharply influenced by the changes 


1 feed pr ices which are associated with fluctuating feed concentrate 
vaieiies, 

Stocks needed to offset variations in the de mand for feed grains 

1. In most years, some 90 percent of the corn crop is fed to domestic 
livestock. A still higher percentage of our livestock output is con- 
sumed domestically, and its retail value moves very closely with 
changes in the total income of United States consumers. 

During 1926-37, vear-to-vear changes in consumer income averaged 
a little less than half as large percentagewise as changes in corn 
production. If changes in the 2 factors had been uncorrelated, 
the combined effect of the 2 upon corn prices could have been offset 
with storage operations only about 10 percent larger than those needed 
to offset production variations alone. Actual an: alysis of vear-to-ve ar 
changes during 1919-41 indicates that less than a 10-percent “overrun” 
would have been needed to cover denand in addition to supply 
variations. However, this conclusion does not take account of the 
cumulative swings in consumer income over a period of years, as from 
1929 to 1932 and 1932 to 1937. 

In appraising possible future corn-storage programs, we have reason 
to assume that variations in corn production will continue much 
asin the past. However, variations in consumer income are influenced 
by human action and are basically subject to human control. If 
we are successful in maintaining a high and fairly stable level of em- 
ployment, as we have done during the past several years, peacetime 
variations in demand will have little impact on corn-storage and price- 
support programs. 

2. But this does not apply to possible demand impacts in time of 
war. World War II brought a tremendous increase in employment 
and consumer income. This in itself meant an unprecedented level 
of demand for livestock products. The fixing of retail prices meant 
that increased money income was translated into an effective demand 
for increased quantities of livestock products. Per capita consump- 
tion of pork, chicken, turkey, eggs, and fluid milk and cream increased 
by 20 to 50 percent from 1935-39 to 1944. Per capita supplies of 
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eel Lig . chi ese, evaporated mulk, and, above all, butter available 
to civilians were at or below prewar levels and were considerably 
hort of demand at ceiling prices 

yYuperi iposed on this expanded civilian demand were heavy require- 


ments for our Armed Forces and our allies. These special war require- 
ments in 1944 took meat equivalent to 30 percent of the total amount 
consumed by United States civilians; also, dairy products equivalent 


4 


to 1S percent, eggs to 35 percent, and poultry meat to 15 percent of 


LOotal civilian consumption 

To meet these vastly increased requirements, farmers succeeded 
in expanding livestock production by 388 percent over the 1935-39 
level Keed concentrates fed to livestock in the 1943-44 feeding 
vear totaled 48 percent greater than the 1935-39 average This 
increase reflects in part the low consumption following the drought 
veal The quantity of corn fed to livestock was up 45 percent, 
fro 1 2.0 to 2.9 billion b ishels This was bast d, of « ourse, on a similar 


expansion in corn produc tion 
The Vears since World Wat I] have been characterized by hich 
employment and a per capita consumption ol livestock products well 
above the prewar level. In case of war, civilian demand would not 
expand nearly so much from present levels as it did from the lower 
lieve of 1935-39 which were influeneed by the ce pression and the 
But military and lend-lease-type requirements might 
be just as high as in World War II. The following comparison may 
vive some insight into wartime demands for grain. Wheat and corn 
requirements are treated as a combined total, since the increase in 
heat utilization during World War II was due almost whollv to its 


aro | Vvears 


mecrean c use for feed. 


During 1941-45, utilization of wheat and corn by the United 


States (domestic disappearance plus net exports) averaged a little over 
1.0 billion bushels per year, compared with only 3.2 billion during 
195S—40 The increased utilization of wheat was almost exclusively 
for feed, and included sizable Imports from Canada. This rate of 


tilization was not sufficient to satisfy all demands; some major live- 


sti products were rationed during most of this period and at times 
th rd he < » y? » ‘line ws siderable 
ard pressure on price celles was considerablk 

| nited states population on July e 1953. wis 19 5 percent lar rer 

than on July 1, 1941. To achieve the same per capita utilization of 

corn and wheat during 1953-57 as in 1941—45 would require a total 


lization of 4.8 billion bushe iS per vear. 
\t current normal yields and 1953 planted acreages of wheat 
and eorn. our expected production would be 4.3 to 4.4 billion bushels 


Dé ear This is 0.4 to 0.5 billion bushels a vear short of meeting 
the World War II per capita rates of grain utilization. Over a 4-year 


period of war the expected cumulative shortage relative to World 


War IT utilization patterns would be 1.6 to 2.0 billion bushels. The 
1953 earrvovers of wheat and corn, totaling over 1.3 billion bushels, 
exceed minimum working stocks by about 1.1 billion bushels. Thus, 
even the current stocks would not fully assure our ability to meet 
World War IIL per capita utilization rates during a war of similar 
magnitude and duration 

d) Surplus Canadian grain might supplement grain supplies in this 
country during a national emergency. The productive capacity of 
wheat, oats, and barley in Canada is at a high level, and Canadian 
supplies of these grains are currently much above average. 





—— 
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During the 4-year period beginning July 1942, the United States 

imported a total of 12 million tons ol grams {ol feed use, almost en- 

entirely from Canada. These imports were equivalent to 0.4 billion 
bushels of corn. 

¢) If ample supplies of fertilizer were available during an emer- 

gency, production of feed erains in the l nited States micht be eX- 


aanded. But weather is always uncertain and supplies of nitrogen 


| y 
fertilizer might be limited by military requirements. 

{ If a war pattern simila to that of World War II were repeated 
stocks of wheat and corn at 1953 or expected 1954 | vels wo ld 1 ¢ 
le ‘indeed. But thi tne aril tify 

welcome maeer mut this would not necessaruy jUStLYV US 1h Carry 
stocks Ol this SIZe Vear aft r vear ml Ss all-out War Was Considered 
imminent. Annual storage, handling, and interest charges on th 


Government-owned portion of such stocks might run to something 
like $200 million a year If this cost is 1 arded as an insurance 
premium, it should be weighed against (a) the extent of injurv to 
the overall mobilization effort attributable to feed 
various amounts and (b) th probability of war breaking out in any 
given future year. 

5, li is hard to apply economic reasoning to qu stions of national 
security. But in this case it seems likely that our Armed Forces (and 
perhaps those of our allies) would obtain sufficient livestock products 
for full military efficiency. The chief impact of feed and livestock 
shortages would be upon the convenience, morale, productive effi- 
cleney, and, in extreme eases, the health of United States civilians 

It seems reasonable to expect that the total effective demand 


military and civilian) for grain-consuming livestock products at 


present prices would expand as much as 15 percent in the event of an 
all-out war. In this case, the free market price which would be 
offered for a specified total supply of corn would like ly be 30 pereent, 
or 40 to 50 cents a bushel, higher than would b paid for the same 
quantity under current conditions. 

Finally, if the authorities responsible for national defense were to 
attach odds or ‘orobabiliti s’’ to the chance of a major war breaking 
out in any one of the next few years, it would be possible to make a 
cost-and-benefit calculation along the following lines: 

(a) If a war (of indefinite length) should break out m year X, corn 
would be worth 40 to 50 cents a bushel more than in peacetime during 
that year and a number of following years. 

(b) If the chance of such a war beginning in any specified year X 
were rated at 1 in 5, the expected value of the advance in corn prices 
in year X would be 8 to 10 cents a bushel. If the odds were con- 
sidered to be the same in each successive vear 1954 through, say, 1960, 
the effect on the profitability of storace operations and the economic 
size of carryover would be similar to that of a reduction of 8 to 10 
cents a year in storage and interest charges per b ishel of corn. 

When the odds and expected wartime price increases mentioned 
above were superimposed on the approach described in the following 
study, the average or equilibrium level of carryover was increased 
on the order of 300 to 400 million bushels If the chances of war 
were considered less than 1 in 5, or if the duration of war (if it occurred) 
were estimated at less than 3 or 4 years, the allowance for war con- 
tingencies would be reduced. possibly falling as low as 200 million 


bushels. 
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6. The foregoing dise ussion may seem artificial and theoretical even 
to many economists. But defense planning is necessarily full of un- 
certainties. In planning fer any uncertain future hazard (war, 
drought, flood, or whatever) it seems reasonable to ask the following 
questions: 

a) How much damage would it do? 

6) How likely is it to happen? 

c) In view of the answers to these two questions, how much would 
it be worth to limit (or compensate for) the potential damage to any 
given extent? 

‘These considerations are oe in any decision about feed grain 
reserves. There is, of course, an additional argument for carrying 
defense reserves of feed grains, namely, that preparedness in this as in 
other fields may help to deter aggression, 


Reserves of corn and total feed grains in relation to all costs and contin- 
gel l¢ S 

l. It has been a that usable reserves averaging around 
200 million bushels of corn, plus minimum pipeline stocks of 150 
million bushels of corn ae an equivalent amount of other feed grains, 
would adequately offset peacetime variations in corn produc tion 
which stayed within 300 million bushels or so of the trend level. If 
only these contingencies were to be provided for, a corn carryover 
averaging about 300 to 350 million bushels would be sufficient. 

2. ‘To meet the more severe deficits in production of corn and total 
_ erains which have occurred on the avera: ve about once in 6 or 8 

“ars, it Was suggested that an emergency reserve of perhaps 200 to 

250 million bushels of corn might be carried for use only in such years 

r perhaps under resale price restrictions that would have about the 
same effect). If this were done, the total carryover in most vears 
would be not less than 350 million bushels, and might typically be 
abo it 500 to 550 million bushels 

}. Finally, it was suggested that, on certain assumptions, a defense 
reserve ranging from 200 to as much as 400 million bushels of corn 
might be justified. It is readily apparent that some of these assump- 
tions are quite arbitrary; however, alternative assumptions conceiv- 
ably could be supplied by defense authorities. 

1. As a practical matter, the reserves for defense and for low vield 
emergencies should probably be treated as a single pool. Either 
contingency would usually bring an increase in corn prices. If the 
hazards of war outbreak and drought in any given vear are inde- 
pendent of one another (as seems likely hig combined reserve of 400 
million bushels available for either purpose would be about as effective 
as separate reserves of 250 million for yield hazards and 300 million for 
defense. A combined reserve of 300 million bushels would be a little 
more effective than 2 separate reserves of 200 million bushels each. 

This combination of policies would lead to a corn carryover of 
the following size and composition: 


Milsion 
hushels 
Emergency reserves 300—400 
Minimum pipeline stocks 150 
Subtotal___ ; ; Saiie ‘ 150-550 
S ipplementary stocks ei 0-300 


Total carryover ; s {50-850 
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On this basis, a typical carryover during a period of normal yields 
would total 600 to 700 million bushels. Stocks would average con- 
siderably less than this for 1 to 3 years following a severe drought, and 
would, of course, be drawn down during a major defense emergency 

6. Although some elements underlying the above total carrvover 
estimates are rather arbitrary, it seems clear that the Government 
should not, under present conditions, take actions calculated to reduce 
the total corn carryover below about 500 million bushels. Further, 
if the level of corn price support were about right to move an average 
crop into consumption, there would be little reason for alarm if corn 
stocks rose to 800 million bushels or so as a clear consequence of 
better-than-average weather. 

If defense hazards should greatly diminish, the emergency reserve 
might be pared down to perhaps 200 to 250 million bushels, that is, to 
the suggested vield-contingency level. 

7. If an emergency reserve, with more stringent limitations on 
resale than apply to present price-support stocks, were to be carried 
as a matter of public policy, it should probably be subtracted from the 
total carrvover in calculating supply percentages and determining 
minimum levels of price support 

However, this provision would tend to maintain minimum loat 
rates under the 1949 act within 3 or 4 percent of the maximum (90 
percent of parity , thereby removing most of the price flexibility now 
in thisaet. This would make the maximum level of support for corn 
an extremely important consideration, as this level would largely 
determine whether corn consumption could be balanced with average 
corn production without continuous use of acreage controls 

8. If some part of the current carryover of wheat were set asi 
a reserve for feed, the requirements for corn would be correspondingly 
reduced. But if the wheat carrvover were worked down to 400 million 
bushels or less through acreage restrictions and expanded exports, the 
feed-grain-reserve problem would be largely independent of the wheat 
situation, as was assumed in the preceding discussion 


e as 


\ NEW APPROACH TO THE APPRAISAL OF ALTERNATIVE CARRYOVER 
POLICIES FOR CORN 

1. During the past year (1952-53) a promising new approach to 
the appraisal of carryover policy has been developed. For any given 
set. of assumptions (see below) this approach yields a simple storage 
rule which can be expressed as follows: 

If the total supply of corn (production ph - earryin) is S bushels, 
the carryout at the end of the year should be C bushels (read from a 
graph or table for the given value of total enti 

To derive a storage rule, we must take account of the following 
elements: 

(a) The likelihood of corn yields in any given year being above or 
below average by stated amounts. In practice, this is based on an 
analysis of actual corn vields during 1901-50, adjusted for trend and 
centered near the current trend level of corn yields (see table 

(b) The vearly out-of- poe ‘ket cost of storing a bus! hel of corn 

(c) The interest rate (actual or imputed) on working capital tied 
up in the stored corn. 
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\ schedule of benefits or losses resulting from different rates of 
rm utilization. In a completely free market economy, the appro- 
priate schedule might be simply the market demand curve—a schedule 
of the market prices which would result from different levels of corn 
- ippli — 
( pre 
3) 
If the approach seems complex, it is no more complex than the 
considerations confronting any storage operator. Before storing corn 


from a big crop at a price of (sav) $1.40, the operator would pre- 


ablv ask himself, ‘““‘What are the chances that the market a vear 


now will be $1.55 


5 or higher? Or that the market 


1 _ 1 » 
now will be $1.70 or hicher? 


two vears 


thermore, in a sense any vear-to-vyear storage program Works 


against itself. For example, the average farm price for the large 
1946 corn crop was $1.56 per bushel, while that for the short 1947 
CTO] as 92.16 It would certainly have been profitable to carry 
son rn over from 1 vear to the othe But how much? 

( tilization was 3.1 billion bushels in 1946 and only 2.5 billion 
ll Q47 But if 0.2 billion bushels had been transferred from the 

ins ur to the second through storage the price in 1946 (based on 
pa onships) would have risen 15 to 20 cents and that in 1947 
would have fallen 25 to 35 cents. The resulting price rise from 1946 

th utilization now at 2.9 billion bushels) to 1947 (with utilization 
now at 2.7 billion) would have been just about enough to cover 
storage and interest charges. 

1. The following table shows several alternative storage rules 
derived by the above approach. All 4 columns assume a stable level 
of demand such that 3.2 billion bushels of corn would clear the market 
at $1.50 per bushel. In the first 8 columns, out-of-pocket storage 
costs are assumed to be 10 cents a bushel and interest charges 5.2 


percent (1. e., a discount rate of 5 percent): 
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The first column looks at storage prospects trom he vir wpoint oOo 


a private operator who needed, on the average, to more than covet 
his storage Costs by reselling corn to the market. In fact, this rule 
probably understates the volume of storage which would be profitable 
aus it assumes a somewhat more elastic market demand curve than 


may actually exist. 

With corn supply at the 1953 level (about 4.0 billion bushels), the 
free market storage policy would reduce the year-end carryover to 
500 million bushels or less, foremg a corn-utilization rate of 3.5 billion 
in the 1952-53 crop vear. With a 


bushels compared with about 3.0 

corn crop of, say, 3.1 billion bushels in 1954, plus the assumed carrvin 
of 0.5 billion bushels, the free-market policy would carry out only 200 
million bushels at the end of the 1954-55 marketing vear—only a little 
more than minimum working stocks. 

The differences between columns (1 , (2), and ») Tay be expressed 
as follows: 

In a severe drought vear, such as 1934, 1936, or 1947, the market 
price of corn seldom reaches as much as twice the price level of an 
average crop. But some economists feel that this rise in the market 
price of corn does not reflect the full extent of the harm or social costs 
resulting from a drought, some of which might have been averted had 
additional corn been available from storage. It is hard to set a money 
value on these other costs, but unless this is done, we have no basis 
for deciding whether a storage program specifically designed for 
drought emergencies is really worth the 10 years or more ol storag 
costs that might accrue before such a drought occurred. And the 
first 100 million bushels of corn in such an emergency would cover 
more urgent needs, and have greater per bushel value, than would a 
second or third hundred million, 

Columns (2) and (3) reflect different arbitrary assumptions as to 
what such social costs might be. The nature of these assumptions 
may be indicated as follows: 





ea 
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Column (1) represents approximately the market prices of corn 
which would be expected under the given supply conditions. But 
columns (2) and (3 represent values which might be assigned, eX- 
plicitly or implicitly, by an administrator trving to allow for additional 
storace benefits not reflected in the market place 

If this administrator set a very high value on stability of feed sup- 


plies, as in column (2), he would rate the social gain of withholding a 
bushel of corn from a 38.5 billion bushel crop and adding it to a 3.0 
billion bushel crop at $1.45 per bushel ($2.30 minus $0.85)—enough 
to cover several vears’ storage costs If he set a more moderate value 


on stability, as in column (3), he would rate the gain on this trans- 
action at $0.75 per bushel ($1.90 minus $1.15)—sufficient to cover 
storage and interest charges (at 5 percent) for only 4 vears. But the 
market place itself would return only $0.40 per bushel on this trans- 
action ($1.70 minus $1.30) which would cover storage and interest 
charges for only a couple of years 


Obviously, larger stocks will be carried under the value seale of 


column (2) than under those of column (3) or column (1). Feed 
utilization would be almost completely stabilized under the high 
stock policy, and so would market prices. But this very fact would 


reduce the extent to which storage costs might be recovered as a 
result of market-price advances. This would further limit the profit 
possibilities for private-storage operations and transfer almost the 
entire storage load except tor pipeline stocks) to Governinent. 


5. Table 2 summarizes the average levels and ranges of carryover 
stocks and prices resulting from different storage rules over a synthetic 
25-vear period. The ecarry-in at the beginning of the period is set at 
1.000 million bushels in each case—a little above the level now antici- 
pated as of October 1, 1954 Demand is assumed stable at such a 
level that an average crop of 3.2 billion bushels will clear the market 
at $1.50 per bushel in all vears. Then a series of 25 annual corn crops 
is assumed, based on actual variations in corn yields from 1937 through 
1950, with the 1937-47 sequence repeated to provide the last 11 years 
Actual vields were adjusted for trends resulting from use of hybrid 
seed and other improvements. Finally, a pipeline stock level of 150 
million bushels wassassumed as the minimum carryover under any 
circumstance 
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TABLE 2 Corn S immary of carryover stocks and market ) ‘ lf nq from 
alte rnative storage pol cies over a } jpot! etic 1] 5- jea er rd 
(ar n Ma 
R } 
N I liev A \ 
Low H Low H 
é 4 
Million Mill \f Per I 
hushel hushels ehele nah ef 
1. Free-market policy 183 150 XS $1.51 $ 
High-stock policy 54 ter ORK {7 o 
Moderate stock policy se 150 592 1. 49 2 
4. Implications of moderate stock policy if 
interest charges are disregarded - 431 1s) 830 48 28 $ 


The “free market” policy applied to this sequence vields a maximum 
carrvover of 388 million bushels (following the record 1948 corn crop 
and an average level of 183 million bushels. (Interestingly enough, 
the highest corn carrvover ever attained in the davs before government 
price support and storage programs was 387 million bushels, and the 
average stock level during 1922-29 was around 175 million bushels 
Estimated market prices ranged from a high of $2.37 per bushel, 
corresponding to the short 1947 crop, to a low of $1.15, corresponding 
to the record crop of 1948. 

The high stock policy vields average stocks of 564 million bushels 
and a maximum of 958 million. The 1947 corn crop would have re- 
duced stocks to a minimum working level, but the market price would 
not have risen above $1.80, compared with $2.37 under the free market 
policv. The minimum price (corresponding to 1948) would have been 
$1.30. 

The moderate stock policy yields a maximum carrvover of 592 
million bushels, and an average level of 306 million. Prices range 
from $2.16 down to $1.25. 

If interest charges (first assumed at 5.2 percent) were disregarded, 
however, the moderate stock poliev would lead to a maximum carrv- 
over of 830 million bushels, and an average level of 431 million. An 
interest rate of 2% percent should give intermediate results—a max!- 
mum carrvover of about 700 million bushels and an average level of 
350 to 400 million. 

The effects of other assumptions could be inferred roughly on the 
basis of the results already stated. It appears, for example, that a 
combination of interest rates at 24 percent and out-of-pocket storage 
costs of 5 cents a vear would lead to maximum stocks of about 900 
million bushels and average stocks of around 500 million 

6. It should be noted that, under stable demand conditions, any 
given storage rule corresponds to a certain price support policy as 
well. <A high stock poliey corresponds to a rather rigid price support 
policv. Table 2 indicates that, under the policy which leads te the 
highest stocks, the lowest season average price reached during the 
25-vear period is only 17 cents a bushel below average. The moderate 
stock policy permits a minimum price 24 cents below the average, while 
the free market policy permits prices as much as 36 cents below aver- 
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Il. PROBLEMS CREATED BY ACREAGE RESTRICTIONS ON 
BASIC CROPS 


INTRODUCTORY NOTE 


Marketing quotas and acreage allotments for the six basic crops 
are a prominent aspect of existing price support legislation. How- 
ever, due to heavy war and postwar demands, corn, wheat, and cotton 
had been free from acreage restrictions most of the time from 1943 
through 1953. Marketing quotas were applied quite severely on 
cotton in 1950, and acreage allotments were announced for wheat and 
corn in the same vear. But the 1951, 1952, and 1953 crops were free 
from such controls. 

Bumper crops of all three commodities in 1952 coincided with a 
sharp drop in exports. However, no action was taken to restrict 
acreages for the 1953 crops. In the summer of 1953, it became clear 
that marketing quotas would be required under law for the 1954 crops 
of wheat and cotton, and that acreage allotments would likely be 
necessary in the case of corn. Even though the minimum national 
acreage allotment for wheat was raised from 55 to 62 million acres 
(for the 1954 crop only), it appeared that as much as 30 million acres 
would have to be diverted from production of wheat, corn, and cotton 
in 1954. 

However, it was generally recognized that much of the diverted 
acreage would be planted to other crops unless some limitation were 
imposed upon its use. Producers of many crops which were not being 
supported, or which were not in surplus difficulties, saw a serious 
threat in the uncontrolled use of diverted acres. 

At its September 3-5 meeting, the National Agricultural Advisory 
Commission requested a basic study on alternative ways of dealing 
with problems created by the diversion of acreage from wheat, cotton, 
and corn. This study is the first item in the present section. At 
its next meeting, the Commission tentatively concluded that a 
combination of two of the alternatives listed in this study offered the 
most promising approach to dealing with the diverted acres problem. 
The study entitled “Further Analysis of Selected Methods” was done 
during early November 1953. 

Special legislation on cotton was approved on January 30, 1954, 
raising the 1954 national acreage allotment to 21.4 million acres. 
This makes certain of the figures in this section obsolete if regarded 
as forecasts of what will actually happen in 1954. However, it seems 
likely that fairly tight acreage allotments will also be needed in 1955. 
The estimates in this section are still useful as illustrations of the 
nature and general magnitude of the diverted acres problem still 
facing us. In the absence of use limitations, it is likely that there 
would be even fewer idle acres, and a somewhat larger total production 
from the diverted acres, in 1955 than in 1954, 
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A. ALTERNATIVE Ways or Deatinc Wirs PROBLEMS CREATED BY 
THE ACREAGE Divertep From Wueat, Cotrron, anp Corn! 


STATEMENT OF THE PROBLEM 


a). Wheat.--A national wheat-acreage allotment of 62 million 
acres, coupled with the imposition of marketing quotas, has been 
announced applicable to the 1954 crop of wheat. An allotment of 
this kind would require a reduction of about 16.5 million acres from 
the 78.5 million acres planted in 1953. Such an allotment could be 
expected to produce a sufficient quantity of wheat to meet all domestic 
and export demands. Consequently little net change can be expected 
by June 30, 1955, in the size of the wheat carryover of June 30, 1954 
now estimated at about 760 million bushels. 

(6) Corn.—Carryover stocks of corn on October 1, 1953, are close 
to 800 million bushels. On the basis of the currently estimated crop 
for 1953 the total supply will be about 4 billion bushels, a supply 
which approximates an all-time high. On the basis of anticipated 
disappearance during the current marke ‘ting season, carryover stocks 
on September 30, 1954 are likely to be upward of 900 million bushels. 
In order to reduce to a more desirable level it is likely that acreage 
allotments—but not marketing quotas—will be in effect for the 1954 
crop. Thus, a reduction (in the commercial corn area) of from 5 to 
6 million acres is likely for 1954 under the acreage-allotment program. 

(c) Cotton.—The carrvover of cotton on August 1, 1953, of about 
5.5 million bales, when added to estimated current production, 
results in a supply for the 1953-54 marketing vear of about 20.4 
million bales, the largest since 1949-50. A supply of this size, in 
view of requirements, indicates that it will be necessary to proclaim 
a national marketing quota and a national acreage allotment for the 
1954 crop. The minimum quota which may be proclaimed is 10 
million bales, equivalent perhaps to a national acreage allotment of 
about 17.5 million acres, or a decrease of more than 7 million from 
the 1953 crop of 24.6 million acres.’ 

(d) Summary.—Ilt appears, therefore, that the 1954 acreage which 
might be planted to wheat, corn, and cotton may be roughly 30 
million acres less than the acreage planted to these crops in 1953. 
This acreage, referred to as diverted acres, may give rise to serious 
problems if no steps are taken to channel it properly. How will 
production of other crops be affected by the use of this acreage, assum- 
ing no steps are taken to restrict its use? To what extent are other 
price support programs likely to be affected? This report: (1) At- 
tempts a quantitative approximation of the uses to which this diverted 
acreage may be put assuming no particular effort or step is taken 
to control it, and (2) sets forth alternative programs which might be 
adopted as a measure of control. 

The report does not make recommendations; rather it discusses 
alternative programs in terms of their merits and weaknesses. Cer- 
tain conclusions may be drawn in the light of this discussion, in con- 
sideration of costs, existing legal authority, time available, and pro- 
ducer attitude. Actions which may have merit for years following 
1954 may not be feasible for serious consideration in 1954. 





1 Prepared in September—October 1953 
? Early in 1954 the national acreage allotment for the 1954 crop was increased to 21.4 million acres. 
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REVIEW OF PREVIOUS EXPERIENCE WITH DIVERTED ACRES 


Base acreage and allotment programs 

Programs designed to prevent diverted acres from being used for 
the production of most other crops, thus creating additional surpluses, 
were in effect from 1933 through 1943. In general, these programs 
were aimed at preventing producers from increasing the acreage of 
crops which were likely to be in surplus and to encourage producers 
to use such land for conserving, soil improvement or erosion pre- 
venting purposes. A general deseript ion of these programs as affecting 
diverted acres follows. 

1. For the 1933-35 period.—During this 3-vear period voluntary 
production adjustment contracts were made with producers for divert- 
ing acres from the production of basic crops. Rental and benefit 
payments were made to any producer who complied with the contract. 
The producer agreed that the diverted acres would not be used for the 
production of any nationally produced agricultural product for sale. 
The Department specified the uses to which the land could be put 
which included soil improving and erosion preventing crops, home 
food and feed. However, these restrictions were modified in 1934, 
1935, and 1936, because of the feed shortage resulting from the drought, 
by permitting farmers to use the acreage for the production of emer- 
gency forage crops. 

The acres diverted, the payments and the commodities for which 
contracts were in effect were as follows: 


Commodities Year omen on 
diverted | payments 

Million Million 

acres dollars 
Cotton, wheat - 1933 10.5 277 
Corn, wheat, cotton, tobacco, sugar beets, and sugarcane 1934 35. 8 637 

Corn and hogs, wheat, cotton, tobacco, rice, peanuts, sugar beets, and sugar- 

cane 1935 0. 3 ld 


The total rental and benefit payments for this 3-year period of 
about $1.4 billion were equal to 7.3 percent of the national cash farm 
income and about 18.2 percent of the farm income from the 
commodities for which such program was in effect. 

Since the program was primarily to raise farm prices by diverting 
acres out of crops in surplus, little attention was given to the use of 
such diverted acres except in those cases where the production on the 
diverted acres reached the market, in which case payments were 
withheld when the facts were reported and substantiated. No 
records were kept as to how the acres were used but estimates made 
for several Corn Belt States indicated that about one-third of the 
diverted acres were seeded to hay and pasture, one-third planted to 
emergency forage crops, one-fourth left unplowed in old pastures, 
and one-twelfth left fallow or idle. Estimates for five Cotton States 
indicate that approximately three-fourths of the diverted acres 
were planted to home food and home feed crops, about one-tenth 
seeded to permanent pasture, and one-eighth planted to green manure 
crops. In 1933 the cotton program was a plow-up which came too 
late for using the land for other | purposes. 
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2. For the 1936-37 period.—By 1935 it became apparent that be- 
sides crop adjustment there should be greatly increased emphasis on 
conservation to preserve and improve the soil fertility. Therefore, 
beginning in 1936 all crops were classified as either: (a) Depleting, 
(6) conserving, or (c) neutral. Base acreages of “special’, “‘general”’, 
and “conserving” crops were established on each farm. | Two types 
of payments were made to cooperating producers: (1) Soil conserving 
of diversion payments for shifting acres out of depleting crops similar 
to 1933-35, and (2) soil-building payments for carrying out soil- 
building practices. The diversion payment for diverting from a basic 
or special depleting crop was at a rate per unit of the normal yield 
on the acres diverted for payment and all other (general) depleting 
crops at a rate per acre based on a production index established for 
each farm. In 1936 the per acre rate for diverting from the general 
soil-depleting base to a conserving crop averaged $10 and in 1937, 
$6.60, plus an additional $3.30 per acre for each acre devoted to a 
conserving crop in excess of the conserving base. (In some areas 
this diversion payment was $9.90 per acre with a deduction of $3.30 
per acre for each acre below the conserving base. The conserving 
base included the acres diverted for payment from soil-depleting 
crops.) In addition, deductions were made if the special crop bases 
for such crops were exceeded. Specific limitations were placed on 
the acres that could be diverted for payment and the amount of 
soil-building payments that could be earned. 

Approximately 31 million acres were diverted in each of these 
years, with payments made on about 26 million acres (18.1 general, 
7.8 cotton, 0.3 peanuts, and 0.1 tobacco). Soil-building practices 
were carried out on about 50 million acres. The diversion payment 
represented 84 percent of the total payment in 1936 and about 71 
percent in 1937. The total payments for diversion-and soil-building 
practices were about $374 million in 1936 and about $308 million in 
1937. 

The 1937 acreages for which special bases or limits were established 
(cotton, corn in the commercial area, tobacco, peanuts for nuts, 
and general crops) were in excess of desired levels. The actual 
seeded acreage for all depleting crops was about 30 million acres in 
excess of the 1937 goals. Cotton acreage was about 2 million acres 
larger than the goal. 

3. For the 1938-45 period.—The 1936 and 1937 experience indicated 
that some means must be found to deal more adequately with the 
production of surplus crops. Beginning with 1938 allotments and 
goals were established instead of bases, thus eliminating the identifi- 
cation of diverted acres. Conservation payments were made for 
planting within the allotment established, and a soil-building pay- 
ment was made for carrying out desirable soil-building practices. 
Farm-acreage allotments were established during most of these years 
for cotton, wheat, tobacco, corn, potatoes, peanuts, rice, commercial 
vegetables, and general depleting crops. Goals were established for 
soil-building crops. By 1942 the general and total depleting crop 
allotments, and payments therefor, were dropped in all areas to pro- 
vide producers with a greater opportunity for increasing their pro- 
duction of crops, such as soybeans, peanuts, and flax, needed for 
dofense purposes. 
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The special, general, and total depleting allotments and the soil- 
building goals for each farm were established by county committees 
on the basis of such factors as good soil management, tillable acres, 
type of soil, past history, degree of erosion, size of farm, and home 
needs. Marketing quotas were put into effect for 1938 for cotton 
and for flue-cured, Burley, and dark tobaccos. Conservation pay- 
ments for planting within the special crop allotment were made on 
the basis of the normal yield of the allotted acres and varied by years 
and by crops depending to some extent on the relationship between 
the allotment and the normal acreage. The average conservation 
payment for planting within the general soil depleting allotment 
varied from a high of $1.25 per acre in 1938 to a low of 99 cents ms 
acre in 1940 for each acre in the allotment (no payments made i 
1942 and 1943 for general crops). Deductions from the maximum 
payment that could be earned were made for planting in excess of 
the special crop allotments, and for planting in excess of the total 
soil-depleting goal, at rates of from 2 to 10 times the payment rate. 
Deductions also were made for failure to carry out soil-building prac- 
tices equal to the soil-building goal and for failure to carry out 
conservation measures. 

As a further condition of price support in 1941 for rice, corn, and 
wheat, and in 1942 for corn, wheat and cotton, a producer was limited 
to: (1) Planting an acreage of wheat not in excess of the wheat 
acreage allotment for the farm, (2) restricting the aggregate acreage 
: wheat and other basic commodities to the sum of the allotments 

r permitted acreages for such crops under the 1941 agricultural con- 
servation program, (3) keeping his aggregate share of the 1941 acre- 
ages of wheat and other basic commodities on all farms in the com- 
munity within his aggregate share of the allotments or permitted 
acreages for such crops under the 1941 agricultural conservation pro- 
gram on such farms, and (4) keeping his aggregate share of the 1941 
acreage of wheat and other basic commodities on all farms in which 
he has an interest, wherever situated, within the producer's aggregate 
share of the allotments or permitted acreages for such commodities 
under the 1941 agricultural conservation program for such farms. 

As a further condition of price support in 1943 for wheat, corn, and 
tobacco, a producer was required to plant at least 90 percent of his 
farm war-crop goal. A similar requirement was in effect for some of 
the Steagall commodities, for example, soybeans. 

In 1939 wheat farmers who complied with the program earned § 
wheat conservation payment of 17 cents per bushel and a parity pay- 
ment of 11 cents per bushel on the normal yield of their allotted acres, 
and were eligible for a crop loan averaging 63 cents per bushel. Thus, 
in 1939 a wheat grower was assured of not less than 91 cents per bushel 
as compared to the parity price of $1.09 per bushel. Corresponding 
payments for corn were 9 cents per bushel for conservation, 6 cents per 
bushel for parity with a crop loan averaging 57 cents per bushel. The 
parity price of corn was 79.6 cents per bushel. With respect to cotton 
the conservation payment was 2.0 cents per pound and the parity 
payment 1.6 cents per pound, with the loan averaging 8.7 cents per 
pound. The parity price of cotton was 15.13 cents per pound. 

In 1938 about 75 percent of the total payments of $444 million were 
conservation payments, made for complying with acreage allotments. 
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[In 1943 about 50 percent of the total payments of $438 million repre- 
sented conservation payments. rn tere 

An analysis of the programs during the 1939-43 period indicates 
that they were much more successful than those in effect prior to 1938, 
both from the standpoint of obtaining the desired adjustment in 
acreage and in carrying out soil-building practices. The average 
acreage of wheat, corn, and cotton for the 1939-43 period was about 
39 million acres below the 1937 acreage. In general, for each of these 
vears the acreage devoted to each basic crop for which allotments were 
established was about equal to the national allotments. The acreage 
of feed grains other than corn (rye, barley, oats, and grain sorghums) 
averaged about 10 million acres above the 1937 level. The acreage 
of soybeans, peanuts, and flaxseed— for which increases were re- 
quested—rose about 9 million acres, and that of hay increased about 
7 million acres. During this 5-year period payments were made for 
new seedings of permanant pasture on about 15 million acres. 

4. For the period sinee 1943.—Beginning with 1944 all allotments 
were dropped, except for certain types of tobacco. Producers were 
requested to expand the acreage of nearly all depleting crops and pay- 
ments were made only for carrying out soil-building practices. 

In 1948 and 1949 allotments were again in effect for peanuts and 
potatoes, and in 1950 they were in effect for all basic crops. However, 
no restrictions were placed on the use of the acres diverted. In the case 
of 1950 crop cotton, however, as a condition of price support, a pro- 
ducer’s aggregate planted acreage of cotton could not exceed his 
aggregate share of the 1950 cotton allotments on all farms in which 
he had an interest. A somewhat similar provision was in effect for 
peanuts. 

The agricultural conservation program 

[t is generally felt that programs for influencing the use of diverted 
acres should also contribute to soil-building and conservation objec- 
tives. A description of the current agricultural conservation program 
(hereafter referred to as ACP) may suggest some of the possibilities 
and problems in this area. 

Ll aa scription of the agricultural conservation program for 1954. 
The ACP is an annual program which is authorized by the Soil Con- 
servation and Domestic Allotment Act and applicable appropriation 
acts. The appropriation limits the 1954 program to soil-building 
practices, and soil- and water-conserving practices. For 1954 the 
Congress has authorized $195 million for the program, including 
administration. After deducting from this amount, funds for admin- 
istration and for size-of-payment adjustments (small payment in- 
creases), there remains $148,500,000 available for allocation to States 
and insular areas. 

The fundamental purpose of the 1954 program is to provide a 
means by which the public can share with landowners and operators 
the cost of carrying out needed conservation work over and above that 
which they would do alone. This program is only one of the import- 
ant elements of the Department’s coordinated effort to help land- 
owners and operators to attain soil-conservation objectives. The 
level of ACP cost-sharing is less than 50 percent of the cost of installing 
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the conservation measures; consequently, the farmer’s individual 
investment exceeds that of the public. 

The 1954 ACP differs from any previous year’s program. For 1954 
the principle is observed that F ederal cost-sharing shall be offered for 
solving a conservation problem on a specific portion of the farm. This 
package approach differs from previous programs under which assist- 
ance was offered separately for each component part of the solution. 
This is an important change, in that public assistance will be available 
in 1954 only for the treatment of the total conservation problem. 
The 1954 program has been designed to encourage farmers to initiate 
and carry out soil- and water-conserving practices which will provide 
the maximum and most enduring conservation benefits. Assistance 
for many of the practices is available only for initiating the practice, 
and the farmer will be expected to continue and maintain such practice. 

e Application of the 1954 program to the diverted acreage proble m, 
The 1954 ACP provides practices which will encourage the use of land 
diverted from allotment crops for conserving uses, such as permanent 
vegetative cover or trees. The effectiveness of ACP practices in 
encouraging this change of land use will vary in different parts of the 
country. It appears, however, that if such a program is to be effective 
in encouraging the shift of as many acres as might be desirable from 
the standpoint of controlling diverted acres, it would be necessary to 
increase the level of ACP cost-sharing substantially from the 1954 
maximum (which is 50 percent of the cost), and that substantially 
more funds would be required 

In many cases the conversion of acreages diverted from allotment 
crops in 1954 to conserving crops should, from a long range viewpoint, 
be accompanied by a change to (or increase in) livestock farming. 
Many farmers do not have the knowledge or economic ability to make 
this change and for this reason any offer of assistance in establishing 
the vegetative cover would probably not result in such changes to the 
extent desirable. 

Assistance under this phase of the 1954 ACP is only with respect 
to a portion (50 percent or less) of the cost of establishing the vegeta- 
tive cover. Either an increase in this percentage of cost-sharing or 
an increase in the funds available for this use or both, would result in 
some increased conversion of diverted acres to conserving uses. 
However, when the cost of establishing permanent vegetative cover 
is as much as $30 to $40 per acre, it is evident that the present level 
of ACP assistance (considering both the percentage of cost-sharing 
and the total amount available) would not be a major factor in 
influencing the shift of an acreage of as much as 30 million acres 
diverted from allotment crops in 1954. 


PROSPECTIVE USE OF DIVERTED ACREAGE IN 1954, WITH NO PLANNED 
PROGRAM 


The following estimates are based on information available as of 
September 1953. As marketing quota and/or acreage allotment levels 
for the 1954 crops of cotton and corn have not been officially deter- 
mined, it is necessary to assume such levels on the basis of unofficial 
interpretations of the existing law. 
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In estimating prospective uses of the diverted acres in 1954, actual 
experience in 1950 furnishes some valuable indications (see table 1). 
Based on this and other evidence, prospective shifts in acreage and 
production from 1953 to 1954 may be roughly as follows: 


Estimated shift, 
Acreage 1953 to 1954 
9 Estimated Acreawe Produc 
1954 tion 
Cottor °4 ¢ 416. t8 7 5 1 
W heat mf 61.8 16.8 273. 4 
Corr &1® RI hs 195.5 
dats 43.8 4 4.9 137.7 
Barl 9 2.9 3.4 60.9 
! | | 2 7 3 14. € 
Rye 4.3 é +1 
t Wr ! & SS 4.0 2 
Flax 4 f 0 4 $9 
t ( t 2.6 3.6 
Planted, except f 
Projected acreages as a result of corn, wheat, and cotton allotment programs at levels assumed in this 
analysis Acreage shown for corn is net, resulting from a decrease of 5.5 million acres in the commercial 
orn area and an increase of 1.8 million acres in the noncommercial cort 
In bushels except for cotton in bales and hay in tons. Based on 1942-51 average yields by States in which 
diverte icres are located 
* Actual 1954 plantings of cotton may be as much as 3 millior I er than tl is a result of specia 
eg il passed on Ja 30, 1954 


Marketing quotas on cotton and wheat and acreage allotments on 
corn in 1954 at the assumed levels would result in the diversion of 
about 30.4 million acres to other uses. Of this diverted acreage, it is 
estimated that about 13.5 million acres will go into feed grains, about 
3.4 million acres into oil seed crops, about 5 million acres into hay and 
pasture, and about 8 million acres will be left idle See tables 1 and 


raBp.e 1 United States op ¢ eages in 1953 and projected changes for 1954, u th 
omparisons ! 
I ousands of ac 
‘ ing Prospective 
1942-51 . n9 
rop 5 1949 195 from 1953 change from 
—_ 1949-50 1953-54 2 
Cottor 22, 029 27,719 18, 629 9, 090 24, 618 ?—§8,119 
W heat 70, 584 &3, 905 71, 287 12, 618 78, 553 16, 845 
Corr SS, (24 RH, 745 82. 85S §, SAT S1, 800 3, 665 
Oats 43, 953 43, 318 45, 464 +2, 146 43, 765 +4, 874 
Barley s, 487 11, 132 13, 100 +1, GOs 9, 482 +3, 353 
Sorghums, all purposes 14, 883 11, 064 16, 050 +4, 986 15, 222 +3, 532 
Rye 4, 15 3, 203 , ARR $99 4, 334 +-209 
Soybeans grown alone 13, 30K 1, 872 l 2 §, QAT 15, 781 +3 OOD 
Flax 4, 348 348 4,274 1,074 4,618 +-370 
Tame hay 60, ISf “), O72 4 SOS +2, OS ti), 527 +-2 554 
52 crops planted or grown SAR 309 365. 040 353, 524 11 16 359, 674 
Planted acreage, except for hay lable prepared in September 1953. 


? Estimated changes in acreage as a result of corn, wheat and cotton allotment programs at levels assumed 
in this analysis. The increased allotment for 1954 crop cotton, approved on Jan. 30, 1954, would limit the 
prospective reduction to perhaps 4 or 5 million acres. This would also reduce the increases shown for other 
crops he figures are still broadly illustrative of the ‘‘diverted acres’ problem which faces us over the 
next 2 or 3 years. 
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Cotton production in 1954 is expected to be about 10 million bales, 
assuming a 17.5 million acre allotment, and as a result the carryover 
at the end of the 1954 marketing year may be reduced by 2 to 3 mil- 


lion bales.2 The 62 million acre wheat allotment is expected to result 
in sufficient production to meet domestic and export demands with 
consequent little change in the large carryover. The shift of diverted 


acres into production of uncontrolled types of feed grains will likely 
result in a total feed production approximately equal to the expected 
1953 crop. The effectiveness of acreage allotments on corn in 1954 
in reducing total feed-grain supplies would be offset by increased pro- 
duction of corn in the noncommercial corn areas and the increased 
production of barely, oats, and grain sorghums. No reduction in 
total feed grain stocks appears likely in 1954-55. (See table 3. 

Oil seed and oil meal production may change relatively little in 1954 
with reduction in cottonseed being offset by increased production of 
soybeans and some flaxseed (table 3). Oil cake and meal supplies 
should be about in balance with probs ab le use but increased exports of 
oil seeds and vegetable oils will be necessary in 1954-55 to avoid fur- 
ther buildup of domestic oil stocks. Hay and pasture will also be 
more plentiful in 1954. 

Re gional sh ifts um land USE 

The following summarizes projected regional shifts, details of which 
are shown in table 2 

1. Northern Plains.—The impact of 1954 control programs will be 
most severe in this area where, compared with 1953, over 9 million 
acres are expected to be diverted from wheat and about 645,000 acres 
diverted from corn. Over half of this acreage is expected to be idle 
or fallow in 1954 with 3.7 million being shifted to feed grains. 

2. Old South.2—Under the present law (as of September 1953) there 
probably would be a reduction of about 3.7 million acres in cotton and 
early a half million acres of wheat in 1954 in this area, comprising 
the Appalachian, Southeast, and Mississippi Delta States. Of this 
diverted acreage about a million acres would probably be shifted to 
corn and over a million acres to hay and pasture. There would be an 
increase of about 630,000 acres in soybeans. About a million diverted 
acres would probably be left idle in 1954. 

3. Corn Belt and Lake States.—In these areas about 2.5 million acres 
less wheat and 4.7 million acres less corn are expected in 1954. Of 
this diverted acre age, 3 million acres would go into other feed grains 
in 1954 and over 2.4 million acres into oilseeds, primarily soybe ‘ans. 
Most of the remainder of the diverted acres would be used for hay or 
pasture with little or none expected to be left idle or fallow in 1954. 

4. Oklahoma and Texras.4—It is estimated that in these States about 
2.2 million acres would be diverted from wheat and nearly 3 million 
acres from cotton in 1954. Nearly half of this acreage is expected to 
be shifted to grain sorghums and about 1.2 million acres to other feed 
grains. About 900,000 acres are expected to go into hay and pasture 
with about 700,000 acres being left fallow or idle in 1954. 

5. Southwestern States.°—About 1.3 million acres may be diverted 
from cotton in 1954 and a third of a million acres from wheat in this 


' The 1954 cotton acreage allotment was increased to 21.4 million acres on Jan uary 30, 1954. 
* Actual shifts in 1954 will be smaller than indicated, due to upward revision of the 1954 cotton allotment 
(January 30, 1954 





7 y 
¥ 
4 
' 
; 














LONG RANGE FARM PROGRAM 67 


area. Over half of this diverted acreage will be planted to feed grains 
in 1954 with barley the predominating type. About 360,000 acres 
are expected to be left idle or fallow in 1954. Flax, hav, pasture and 
other crops will probably occupy the remaining 375,000 diverted acres. 

6. Paeifie Northwest.—Over half of the 1.7 million acres diverted 
from wheat in this area is expected to be idle or fallow in 1954. A 
considerable acreage will be shifted to oats and barley with about a 
tenth going into hay and pasture. 


FABLE 3 Projected production on acreage diverted fron eat, cotton, and corn 
i? 19 ) I 
: Estimated productic 
( — 
Quantity { 
In th nde Inthousan 
Corn 1,777 749 | Bushels 
Oats ‘i 4 74 137, 671 Do 
Barley ; ; 60, 928 Do. 
Rye . 09 1, 825 Do. 
Sorghum 532 44,611 Do. 
Hay 2, 554 3, 61 rons, 
Soybeans og 52, 837 Bushels, 
Flax 7 3, 907 Do, 
Feed grain changes 
l’otal increase for 4 feed grains 13, 53¢ 5,859 | Tons 
Decrease of corn in commercial areas oe 9, 442 6, 412 Do. 
Crude oil | Meal and cake 
- - pinnate 
i thousands In thousands 
Oil and meal production change f pounds of tons 
Increase in soybeans ‘ 555, 000 , 240 
Decrease in cottonseed 612, 000 1 850 
Increase in flaxseed ee 77. 000 70 


! Table prepared in September 1953. Special legislation approved on Jan, 30, 1954, increased the 1954 
crop cotton allotment by about 4 million acres over the level assumed here. The figures on other crops 
are still broadly indicative of diverted acres use in 1954. 

2 Based on 1942-51 average yields by States in which diverted acres are located, 


Northeast.— Diversion in these States in 1954 is estimated at 
266,000 acres from wheat and 123,000 acres from corn. Over half 
of the diverted acres are expected to be planted to oats or barley with 
about 120,000 acres for use as hay and pasture. 


Projected production 


1. Cotton —The assumed 17.5-million-acre allotment for cotton 
would, under normal weather conditions, produce about 10 million 
bales of cotton from 16.5 million acres of cotton actually planted. 
This allows for a higher than average yield resulting from use of the 
best land for cotton, higher use of fertilizer, better cultural practices, 
and low abandonment. (The increased allotment of 21.4 million 
acres, approved on January 30, 1954, would normally produce close 
to 12 million bales. ) 

2. Wheat.—Production for 1954 under acreage allotments is esti- 
mated at 950 million bushels. This assumes about average yields on 
the allotment acreage. Under and over planting of allotments is 
assumed to about balance. 

3. Corn.—Production in the commercial corn areas is assumed to 
fall about 229 million bushels as a result of a diversion of 5,442,000 
acres to other uses. Corn production outside the commercial corn 
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area would increase about 34 million bushels. The 195 million 
bushels net reduction in corn production would be largely offset by 
an increased production of about 138 million bushels of oats, 61 
million bushels of barley, 45 million bushels of grain sorghums, and 
about 460,000 tons additional oil meal and cake (table 3). 

1. Hay.—Produetion on diverted acres is estimated at 3.6 million 
tons. No quantitative estimate can be made of the feed value of the 
additional 2.5 million acres of pasture but this acreage should provide 
additional roughage for livestock on many farms (table 2). 

5. Oilseeds.— Based on a 17.5-million-acre cotton allotment, cotton- 
seed oil production might be expected to fall by about one-third or 
somewhat over 600 million pounds. Oil production in 1954 from the 
crushing of the increased soybean and flax production is estimated at 
about 632 million pounds (table 3). (With the cotton allotment of 
21.4 million acres approved on January 30, 1954, the reduction in 
cottonseed oil output would be smaller than this. The increase in 
soybean oil production would be nearly as great, as most of the 
assumed acreage increase for soybeans is in the Corn Belt 


SUMMARY OF ALTERNATIVI PROGRAMS FOR INFLUENCING THE USE 
OF DIVERTED ACRES 


There follows (i) a summary of alternative programs, classified by 
major groups, which should be considered, and (ii) a discussion of 
these programs in terms of the principal problems which must be 
considered. Many of the programs raise serious questions relating 
for example, to funds required, legal aspects, the time available for 
placing them in effect, and feasibility from the sts indpoint of public 
acceptance including the attitude of producers, 

Details of these programs, including a discussion of advantages and 
disadvantages, are contained in the following section. 

Alternative programs classified by major groups 

E. Programs for which compliance is r¢ quired as a condition of price 
support.—Group 1 programs: 

(a) Intercommodity compliance program: A producer, as a con- 
dition of price support for a particular commodity, must comply with 
all acreage allotments for all commodities established for the farm 
perhaps including allotments established for crops which are not 
price supported. 

Acreage limit program: A producer, as a condition of price 
support for a particular commodity, must comply with (i) all acreage 
allotments for all commodities established for the farm and (ii) an 
acreage limit for each of certain designated crops. Such crops would 
include those for which allotments were not established, but for which 
the Secretary determines that any substantial acreage increase would 
be detrimental. For 1954, for example, such acreage limits would be 
the 1953 acreage on the farm. 

Total allotment program: A producer, as a condition of price 
support for a particular commodity, must comply with (i) all acreage 
allotments for all commodities established for the farm and (ii) an 
aggregate permitted acreage for all other depleting crops normally 
grown, 
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(d) Minimum conserving acreage program: A producer, as a con- 
dition of price support for a particular commodity, must comply with 
& minimum acreage of soil conserving crops established for the farm. 
The minimum acreage and the eligible crops would be established on 
the basis of factors such as soil conditions, past crop acreages, and 
farm needs. 

(e) Comprehensive land use program: A producer, as a condition 
of price support for a particular commodity, must adhere in his farm 
operations to a comprehensive land-use program, carefully tailored 
to fit his farm, and covering a complete rotation cycle of a period of 
} to 5 vears. The program would reflect long-term conservation and 
soil improvement objectives through use of cropping systems adapt- 
able to soil types, based upon a critical farm-by-farm analysis. 

Programs under which a payment is made as an incentive to co- 
operate. Group 2 programs: This approach would not require com- 
pliance as a condition of price support, but depends upon a payment 
for incentive, 

(2) Minimum conserving acreage program: A producer payment 
would be made provided the acreage in soil conserving crops on the 
farm was not less than the minimum soil conserving acreage established 
for the farm. ‘The minimum acreage and the eligible crops would be 
established on the basis of factors such as acreage diverted, soil con- 
ditions, past crop acreages, and size of farm. ‘The rate of payment 
per acre could be varied with productivity. 

(b) Allotmeat payment program: A commodity allotment payment 
would be made to each producer based on the normal vield of each 
acreage allotment, provided all acreage allotments established for the 
farm are complied with. Eligibility for any payment would depend 
upon ee with each allotment established. 

) A variation would add, as a condition for any allotment 
aces that a producer conform to additional acreage limits 
imposed for other crops. For administrative convenience such 
acreage limits would for example refer to “the 1953 acreage of 
soybeans.’ 

) A further variation of (1) would provide for compliance 
“aa & minimum soil conserving crop acreage as a condition for 
payment. 

(c) Comprehensive land use program: This program would be 
identical with that outlined in 1-e above, except that it would not 
require compliance as a condition of price support. Instead, it would 
provide for a payment as the incentive feature. Because the plan is 
so comprehensive it is doubtful that a payment feature is desirable 
in view of probable extremely high costs. 

(d) Acreage rental program: All or part of the diverted acreage, 
based upon the reduction required in allotment crops, would be rented 
from producers. The rate of rent could be varied by productivity, 
and use of the rented acreage would be specified. A variation of this 
program is discussed in a later section. 

3. Other programs.—(a) Edueational program: The importance of 
a comprehensive educational program is discussed in detail in ap- 
pendix 1. It is emphasized that an educational program should be 
an integral part of any approach taken in the solution of the diverted 
acreage : problem. If undertaken by itself, that is, without the support 








70 LONG RANGE FARM PROGRAM 


of other actions, an educational program would meet with very limited 
success in the solution of the problem. 

(6) The following approaches, while not directly related to the prob- 
lem of diverted acres as such, might be of material assistance. 

(1) Compliance with acreage allotments as a condition for ACP 
assistance: This action would require that Federal cost-sharing 
assistance now provided under the agricultural conservation pro- 
gram would be conditioned upon compliance with all acreage 
allotments established for the farm. 

(2) Credit for underplanting: Provide for credit, in the estab- 
lishment of any future allotment, of an acreage equal to the allot- 
ment in years for which the Department announces that an acre- 
age smaller than the allotment may be desirable. Many produc- 
ers are hesitant to underseed their allotment because of its possible 
effect on the size of their future allotment. 

A variation could provide that underplanting credit be con- 
ditioned upon a suitable use of the underplanted acreage, for 
example, idle, fallow, or conserving. 

Current legislation provides for a 10 percent tolerance credit 
with respect to cotton. Relaxation for other commodities and 
a further relaxation for cotton probably would require legislation. 

(3) No credit for overplanting: Consideration might be given 
to a provision which would rule out overplanted acreage in the 
calculation of future allotments. This provision, now applicable 
by law to cotton, peanuts, and rice under marketing quota 
legislation, would discourage the planting of large excess acreages 
as a basis for obtaining larger allotments in the future. 

(4) Elimination of the cropland device for establishing cotton 
allotments. This provision results in a substantial number of 
farms receiving allotments either (i) equal to the highest planted 
acreage, or (11) in excess of the producer’s desire to plant. 

(5) Adoption of (2) and (3) would introduce additional rigidity 
in the allotment procedure, as it would tend to freeze acreage and 
move in the direction of monopoly. If a program involving con- 
trol as a basic feature is to be operated, perhaps safeguards such 
as these could be considered not unreasonable. 

Principal proble ms, 

Alternative programs discussed here are identified according to 
their appearance in section A above. For example, “Group 1 pro- 
grams”’ has reference to all those listed in section A-1 with respect to 
which compliance is required as a condition of price support. Like- 
wise, program l-a refers to the “Intercommodity compliance pro- 
gram”’ outlined in section A—1-—a. 

1. Conditional price support versus payment incentive.— (a) All group 
1 programs would require compliance as a condition of eligibility for 
price support. Thus, to this extent these programs are not voluntary. 

(6) On the other hand all group 2 programs provide for a payment 
as an incentive to cooperate. It would not be necessary to comply 
with any of these programs as a condition of eligibility for price sup- 
port; the programs are completely voluntary and participation in 
them simply means more return to the participants, 
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Obviously a program which did not provide more restrictions as to 
eligibility for price support but did provide an incentive-type payment 
would be more attractive to producers. 

2. Acreage shifts and conservation effects.—(a) With respect to allot- 
ment crops, programs l—a, 1—b, and 1—c would restrict acreage to the 
extent that producers felt a need for price support and were willing 
to conform to acreage limits in order to obtain it. Program 1a 
would have practically no value if allotments were established only 
on the basic commodities. 

The acreage limit program (1—b) would be quite effective in restrict- 
ing acreage; provided, acreage limits were established for important 
crops—for example, in 1954 for soybeans and for feed grains. This 
program has an advantage in that it ties to the acreage of a specific 
vear as a base point of control. For example, 1953 acreage would 
be used if the program were placed in operation for 1954. 

None of the three programs would necessarily have a significant 
effect on the acreage in conserving crops. 

(6) The minimum conserving acreage program (1—d) could result 
in a substantial addition to conserving acreage; provided, That eligi- 
bility for price support is a sufficient incentive to warrant this action, 
It Z oo. that it would be very effective. 

The eligibility- -for-price-support incentive is not likely to be 
very ‘aaa tive In encouraging participation in a compre shensive land- 
use program such as outlined in (1-e). To the extent that there is 
participation, additional conservation could be obtained. To get 
this type of program launched in an effective way, however, would 
require a producer payment. 

(d) Of the payment-type programs, the acreage rental program 
(2-d) and the minimum conserving acreage program (2-a), in that 
order, would be the most effective in encouraging desired uses of the 
diverted acreage. 

The allotment payment program (2—b) would not necessarily result 
in a substantial increase in conserving acreage, although it would 
control the acreage of allotment crops grown. 

The comprehensive land-use program could be effective in control- 
ling diverted acreage and increasing conservation. This program is 
rather elaborate, however, and would require some time—several 
years—to place in effective operation. 

(e) The program providing for compliance with acreage allotments 
as a condition of ACP assistance (3—b (1)) is likely to have little 
effect on diverted acre: ge. 

3. Time required for program operation.—(a) Programs 1 (a), 1 (6), 
and 1 (c), conditioning price support on adherence to certain acreage 
limitations, could (as ‘of Se ptember 1953) be placed in effect in 19% 54 
if considered desirable, and providing administrative funds were 
made available. Of these three, program 1 (6), which if adopted for 
1954 would tie to 1953 farm acreages for certain limit crops, probably 
could be launched with the least administrative difficulty and be 
reasonably effective. Of the remaining programs in group 1, the 
comprehensive land use program (1 (e)) would require the most 
time to get underway. 

(b) As a group, the payment-incentive-type programs (group 2) 
would require more time and effort to get underway, principally 
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because they involve producer payments—and added complication. 
Of this group, the acreage rental program (2 (d)) probably would 
require the least time to place in operation. 

(c) Program (3 (6) (1)), involving compliance with acreage allot- 
ments as a condition for agricultural conservation program assistance, 
could be placed in operation on relatively short notice. 

4. Legal aspects.—(a) With respect to group 1 programs, additional 
legislative authority would be needed only for programs 1 (d) and 1 (e) 

(6) For group 2 programs no additional legislative authority would 
be required provided the payments are not interpreted to be for 
purposes of price support. 

The current status of legal authority for establishing eligibility 
requirements as a condition for price support appears to be about as 
follows: 

1. With respect to the basie agricultural pease anaes authority 
may not extend beyond a requirement of compliance by the pro- 
ducer with provisions relating to (i) acreage allotments, (ii) produc- 
tion goals, and (iii) marketing practices including marketing quotas 
when authorized by law. While section 401 (c) of the Agricultural 
Act of 1949 authorizes price support to be conditioned upon com- 
pliance with acreage allotments, production goals, and marketing 
practices, those terms, as used in the act, have application with 
respect to crops harvested for commercial purposes and do not appear 
to embrace programs of land utilization designed either for soil 
building or conservation or to achieve good production practices. 

2. For the designated nonbasic agricultural commodities legal 
authority is at least as broad as that for the basic commodities. 

3. For other nonbasie agricultural commodities legal authority is 
somewhat broader, and further conditions of eligibility for price 
support may be required, provided they are deemed not unreasonable. 

5. Program and administrative costs.—(a) General: It is difficult to 
determine the total program and administrative funds that would be 
required under each program. Rough approximations can be made, 
however, as a guide to comparative costs. These approximations 
were made under the following assumptions: 

(1) To cover only those additional costs that would be included 
in carrying out the proposed program. That is, they do not 
include the costs of determining allotments and checking perform- 
ance for any allotment crop. The estimates also are conditioned 
ona continuation of ACP administrative-program funds at about 
the present level. In other words, it is assumed that funds now 
available for administration under certain programs will continue 
to be available. 

(2) A range of costs results assuming that (i) allotments 
would be established only for the basic crops, and (ii) allotments 
would be established for the basic crops, feed grains and rye, and 
~ oil crops (soybeans and flaxseed), 

(3) The total number of allotments involved may be about 
as tone: 
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Basic crops: thousand 
Corn (commercial area 1, 800 
Cotton 1 300 
Peanuts 146 
Rice 16 
Tobacco Hoo 
Wheat 2 100 

Feed grains and oil ccops: 

Oats 1. 300 
Barley 200 
Rve St) 
Grain Sorghum (for grain 145 
Corn (noncommercial area 1, 600 
Flaxseed ~ SD 
Soybeans - -. 370 


Since a large number of farms will have more than one allotment 
crop, the aggregate of farms affected will be considerably smaller than 
the total of all allotments. The Census reports approximately 5.4 
million farms in the United States. Of this total it is estimated that 


approximately 3.5 million produce basic crops, of which about 1.5 
million, or approximately = percent, produce more than one bast 
crop. On the other hand, if allotments were also established for feed 


grains and oil crops, the a number of farms involved might ap- 
proximate 4.5 million, with about 3.8 million or 85 percent producing 
more than one allotment crop. 

b) Rough approximations of additional costs: 

(1) Group 1 programs: Of this group, additional costs under 
the intercommodity compliance program (1 (a)) probably would 
amount to less than $5 million. Under the acreage limit program 
(1 (b)), the total allotment program (1 (¢)) and the minimum 
conserving acreage program (1 (d)), such costs probably would 
be in the range of from $10 to $15 million. 

On the other hand costs under the comparative land use pro- 
gram (1 (e)) probably would run considerably higher, perhaps 
from $60 to $100 million. 

(2) Group 2 programs: For these programs, which involve 
payments, the costs would run far higher. For example, under 
the acreage rental program (2 (d)) program costs might run from 
$200 million to $500 million. Costs for other programs within 
this group probably would be in the same range. 

(3) These rough cost estimates would be reduced to the extent 
that participation was below the maximum. But nonpartici- 
pation, obviously, would reduce the effectiveness of the program. 


FURTHER DISCUSSION OF ALTERNATIVE PROGRAMS FOR INFLUENCING 
THE USE OF DIVERTED ACRES 


1. Group 1 programs (programs for which compliance is required as a 
condition of f eligibili ty for price support) 
Intercommodity compliance program 
(1) Guinea description: A producer, in order to be eligible for price 
support for a particular commodity, must comply with all acreage 
allotments for all commodities established for the farm. This plan 
contemplates that acreage allotments might be established for a num- 
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ber of commodities other than those covered by marketing quotas. 
[t could include, legally, the establishment of allotments for some 
crops the price of which is not supported, on the basis that while a sup- 
port program may not be justified, a substantial increase in production 
resulting from the use of diverted acreage would jeopardize producers’ 
interests. 

a) The program as described would require compliance with 
each allotment established as a condition for price support for 
any one commodity. Many variations could be adopted: 

(i) Provide that as a condition for price support for com- 
modity X, the allotment for commodity X may not be exceeded, 
and that the aggregate allotment for all other allotment crops 
may not be aed. This provides some tolerance among 
acreages W thin the allotment total for those crops other than that 
for a h support is conditioned. 

These provisions could be adopted on the basis of compli- 
ance for a single farm, all farms in the county, all farms in the 
State, or all farms wherever located, in which the particular 
farmer concerned had a financial interest. 

A variation would provide, for example, as a condition of price 
support for commodity X, that compliance with allotments for 
commodity X would be made on a State basis, and compliange 
with the aggregate of other allotments would be made on a county 
basis. Some variation of this sort would facilitate administra- 
tive operation, which admittedly is both complex and costly. 

(2) Advantages: 

(a) No additional program funds or payments would be 
required. 

6) It would tend to prevent the shifting from a crop for which 
price support is available to another crop for which no increase 
in supply is desired (possibly including some which may not be 
supported). 

c) It would tend to promote greater conserving use of land. 

d) No legislation is required. 

Disadvantages: 

(a) Administrative costs would be increased. 

b) Lack of time would make it difficult to actually check 
compliance prior to the time price support is required, This 
might be solved by requiring a producer certification in lieu ot 
measurement—a procedure that is not viewed as very satisfactory 
and which may lead to more problems than it solves 

(c) It would be of limited effect only, unless acreage allotments 
are established for certain crops in addition to basic crops. 

(d) Itis not likely to be popular, since it means more restriction 
and no additional payment. 

¢) Participation would depend upon attractiveness of the 
price-support program, 

b. Acreage limit program 

|) General description: For each farm that produces designated 
price supported commodities an acre age limit on certain designated 
crops (in addition to the crops for which allotments are established) 
would be determined. A separate “limit’’ would be determined for 
each such crop or for a group of related crops (feed grains, for example). 
Price support would be conditioned on compliance with (i) all acreage 
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allotments and (ii) all limits determined for each of the designated 
crops or group of crops. Crops designated for limited acreages would 
consist of nonallotment crops or land uses with respect to which the 
Secretary determines the acreage might otherwise increase to the 
extent of substantial detriment to the supply situation. 

If applied in 1954, such limits might very well be the 1953 acreage, 
adjusted where necessary to take into account abnormal situations 
existing on the farm in 1953, inequity, and great hardship. 

(2) Advantages: 

(a) No additional program funds are required. 

(b) It would prevent the shift of acreage diverted from an 
allotment crop to another crop for which increases should be 
discouraged. 

c) It would have substantially the same effect as though 
acreage allotments were established for these crops, and it would 
simplify the administrative burden of determining acreage limits. 

(¢) It could be placed in effect rather quickly. 

(e) It is relatively simple, may be easily understood. 

(f) No legislation is required, 

(3) Disadvantages: 

(a) Administrative costs would be increased. 

(b) Participation would depend upon the attractiveness of the 
price-support program. 

(c) It may be unpopular as it means more restriction, but with 
no payment. 

c. Total allotment program 

(1) General description: This plan involves the establishment for 
each farm of a “total allotment” to consist of the sum of (i) specific 
allotments established for the farm—this could include basic crops, as 
well as other crops not all of which might be price-supported but for 
which acreage increases are not desired, and (ii) an “aggregate per- 
mitted acreage’ for other crops, the supply situation for which would 
not suggest the determination of separate allotments. 

As a condition of price support for any commodity, a producer must 
comply with all acreage allotments for all commodities established for 
the farm, and must comply with the “aggregate permitted acreage’’ 
for crops included in this group. 

(a) The same variations could be adopted for this program as 
are discussed in detail in section a, above. 

(2) Advantages: 

(a) It would promote greater conserving use of land. 

(6) Allotments have been used in past programs. ‘The only 
relatively new feature is in coupling them with price support 
and this was used to a limited extent in 1941 and 1942. 

(c) No additional program funds would be required. 

(d) No legislation is required. 

(3) Disadvantages: 

(a) Heavy expense and work would be required to establish a 
large number of general crop allotments. 

(6) The administrative burden might cause the program to 
stall. 

(c) Participation would depend upon the attractiveness of the 
price-support program. 
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(d) 1t would be extremely unpopular as it means more restric- 
tion, but with no payment. 

d. Minimum conserving acreage program 

(1) General description: A minimum acreage of soil conserving 
crops would be established for each farm, and not less than this acreage 
of such crops, as determined by field check, would be required as a 
condition of eligibility for price support. The minimum conserving 
acreage and the eligible crops would be determined locally by farmer 
committees. In determining the minimum acreage, consideration 
would be given to soil conditions in the county or community, to 
prevalent types of farming, and to the suitability of the soil conserving 
crops to the area. In dry areas it may be advisable to consider 
protected fallow as a soil conserving crop. It mav be desirable to 
exempt from the requirement those farms with a very small acreage 
of cropland. 

2) Advantages: 

a) It would require that the producer make at least a minimum 
effort to establish a good land-use program on his farm, vet. it 
would not penalize him if he already has adopted such a program, 
The minimum soil conserving acreage may not always be in 
excess of the acreage of such crops customarily produced on the 
farm. 

(b) Complete conversion of acres from allotment crops to 
competitive or soil-depleting crops such as soybeans, feed grains, 
ete., would be prevented, except perhaps on farms where a 
reasonably good land-use program already has been established. 

Disadvantages: 

a) There may be a strong tendency to treat all farms alike 
in respect to the required percentage of soil-improvement. crops, 
whereas the soil-deterioration problem is likely to be much more 
critical on some farms than on others, particularly those farms 
with a small cropland acreage. 

b) The selection of soil-conserving crops suitable for certain 
areas may be very limited. 

(c) In some cases it may be difficult to determine whether the 
soil-conserving requirement will be met by the time eligibility 
for price support must be determined. This problem might be 
handled on the basis of a certification, although this procedure 
is questionable 

d) It would not necessarily solve the diverted acreage problem 
hut would materially assist, with success de ‘pending partly on the 
extent to which the minimum soil-conserving acreage is higher 
than the past average 

(¢) Legislation is required. 

f) The plan would require some 
it effective. 

Comprehensive land-use program 

(1) General description: Provides for the development of a com- 
prehensive “farm plan”’ for each farm, described as follows: 

(a) Lists of alternative recommended uses or cropping systems 
for each major kind of soil in the county would be developed, 
subject to suitable approval by a local group. The lists would 
be reviewed annually, consistent with long-term conservation and 
soil-improvement objectives. 
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The distribution of the different major kinds of soil on each 
farm would be determined and studied. Soil surveys or other 
relevant data would be utilized. . 

(b) A land-use program for each farm (a “farm plan’) would 
then be developed by the produc er. It would cover one complete 
rotation cycle or a period of 3 to 5 years and would be deve ‘loped 
by selecting uses or cropping systems from the approved list for 
each kind of land found on the farm. A local committee of 
farmers would approve the farm plan. 

(c) A field check on actual compliance with the plan would 
be required to qualify any producer for price support. 

(2) Advantages: 

(a) It would help to promote soil conserving uses. 

(b) \lany farmers already recognize, and are conscious of, the 
value of farm plans. A great deal of information on fitting land 
uses or cropping systems to specific kinds of soil already has been 
developed. A sizable staff, experienced in dealing with land-use 
problems, is available to assist in the plan 

(c) A gradual shift wway from the historical basis for the dis- 
tribution of acreage allotments could be incorporated into the 
program, if the majority of the farmers in the county wishes to 
move in this direction. The portion of the county quota dis- 
tributed on a “land capability basis” could be gradually incre ased 

(7) Flexibility could be assured through annual revision of the 
lists of recommended land uses and cropping systems. 

(.5) Disadvantages: 

(1) It requires a high degree of “control: erities could raise 
sa c " on the basis of regimentation. 

The program could become essentially a technician’s pro- 
cram unless the farmers themselves thoroughly understand it, 
and take the initiative in developing recommended uses and 
cropping systems for each kind of soil, and im working out 
individual farm plans. 

(c) It would not directly prevent a shift from allotment crops 
to competing crops. On farms with considerable acreages of 
good soils it would be possible to shift from corn to soybeans, for 
example, and still follow a land-use plan consistent with con- 
servation needs. 

(d) A very heavy burden would be placed on local farm leaders 
and workers in getting the program launched . 

(e) It requires legislation. 


, 


2. Group 2 programs (programs providing for a payment to producers, but 
with respect to which com) fiance is not required as a condition of 
eligibility for price caer 

a. Minimum conserving acreage program 
(1) General description: This program differs from that discussed 
in 1 (d) above in only two essential features: (i) It does not require 
compliance with it as a condition of eligibility for price support, and 

(ii) it does provide for a payment based upon compliance. 

li does not require legislation. 
b. Allotment payment program 
(1) General description: A commodity allotment payment would 
be made to each producer based upon the normal vield of each acreage 
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allotment, provided all acreage allotments established for the farm 
are complied with Acreage allotments could be established for 
commodities in addition to basic commodities, if the situation war- 
ranted this step. 

Eligibility for any payment would depend upon compliance with 
each allotment established for the farm. 

This program could be undertaken within the framework of the 
agricultural conservation program, provided funas are made available. 
It is believed, however, that the commodity-payment feature should 
be independent of the cost-sharing assistance for conservation practices 
provided under the ACP—a program which points toward the im- 
provement of the land rather than considering directly the economic 
status of the producer 

a) A variation could provide for a good land-use payment, 
conditioned upon compliance 

(6) Another variation could provide for a penalty against the 
allotment payment for failure to comply with a good-land-use 
minimum acreage 

2) Advantages: 

(a) It would be relatively simple to explain, and easily under- 
stood. In this connection, an allotment-payment-type progr: am 
has been used in some past programs, principally in the late 
1930's 

(b) No legislation is required. 

(c) The payment feature would make it much more accept- 
able to producers. 

3) Disadvantages: 

(a) It would require substantial program and administrative 
funds. 

(6) It would require detailed compliance checking. 

(c) It would not necessarily result in a desirable use of diverted 
acreage unless a penalty were provided for failure to meet a good 
land-use minimum acreage. 

(7) Thus the program would be extremely difficult to justify 

c Comprehensive land-use program 
(1) General description: This program differs from that described 

in 1 (e) above in only two essential features: (i) it does not require 
compliance with it as a condition of eligibility for price support, and 
(ii) it does provide for a payment based upon compliance. 

The program is rather comprehensive, would require considerable 
time —-perhaps several vears—to get in effective operation, and would 
be a relatively high-cost program. 

d. Acreage rental program: 

1) General deseription: Under this general type of program an 
offer would be made by the Government to rent or lease from producers 
a specified amount of cropland, determined on the basis of the reduc- 
tion required in the allotment crops for the farm. The use to be made 
of the rented acres would be specified, and permitted uses might be 
different by areas depending on local requirements for soil protection, 
possible alternate uses, ete. Compensation to the producer for the 
rented acres could be varied among farms based on land productivity. 

(a) There are many possible variations of this general approach. 

One specific proposal of this type is discussed in detail below. 


( 
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(2) Advantages: 

(a) It would be entirely voluntary. 

b) It would be reasonably flexible—different conditions in 
different areas could be considered ; adjustments could be made 
from vear to vear. 

(c) The rented acres would be firmly controlled as to use 
For example, requirements might be established for keeping the 
land idle, or for putting it into a soil-conserving use 

(d) The rented acres would be identifiable on the farm, and 
compliance thus facilitated 

¢ No legislation is required. 

3) Disadvantages: 

(a) Program costs would be very high. 

(6) Extensive supervision of the rented acres may be required, 
involving substantial administrative costs 

(c) Sinee the plan would be voluntary, participation would 
depend largely on the rate of payment. 

(4) A specific example of the rental approach, originally suggested 
for the 1954 crop cotton program, is as follows: 
(a) General description: 

(i) Cotton: The proposal would require the Government to 
lease that acreage of cotton land which, under the 1954 acreage 
allotment and marketing quota program, will be diverted from 
cotton in excess of 10 percent of the 1952 cotton acreage. Under 
this proposal farmers would be permitted to use the remainder of 
such diverted cotton acreage for whatever purpose they desired. 
The proposal might also require farmers to plant the leased acre- 
age to cover crops and plow them under. The rental rate would 
be $40 per acre in the States of California, Arizona, and New 
Mexico; $10 per acre for 1 million acres in Texas, and $25 per 
acre for the remainder of Texas and all other States. It is not 
explained in the proposal how these rental rates were determined 
nor does the proposal contain information with respect to the 
source of funds for making rental payments, but it is assumed 
that the proposal contemplates a special appropriation under the 
Soil Conservation and Domestic Allotment Act or under special 
legislation for this purpose. 

With the 1954 national cotton acreage allotment increased by 
congressional action to around 21.4 million acres, the acreage di- 
verted from 1952 plantings would be about 6 million acres. 
This would make it necessary for the Government to lease some- 
thing over 3 million acres. 

(ii) Wheat: With acreage allotments and marketing quotas on 
wheat in effect in 1954, it is estimated that the reduction in wheat 
acreage from 1952 seedings will be around 15 million acres. Such 
a reduction in acreage under this proposal would make it neces- 
sary for the Government to lease something over 7 million acres 
of diverted wheat land in 1954. 

(iii) Corn: Assuming corn-acreage allotments will be in effect 
in 1954, it is estimated that the reduction in corn acreage from 
1952 plantings will be around 5 million acres in the commercial 
corn-producing area. Although such a reduction in acreage for 
the area would be less than 10 percent of the 1952 plantings, an 
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analysis of the reduction by States indicates that, under this 
proposal, the Government would be required to lease about 2 
million acres of the diverted corn land in 1954. 

b) Advantages: A diversion to other crop uses of the total acreage 
that will be taken out of cotton, wheat, and corn in 1954, much of 
which is highly productive, would have a tremendous impact upon 
prices of the commodities produced on the diverted acreage. Many 
of these commodities have no protection under our present  price- 
support programs. However, the prices of a number of commodities 
that might be grown on the diverted acreage have declined drastically 
during the past 12 months. Therefore, the net effect of diverting to 
other crop uses the total acreage taken out of cotton, wheat, and 
corn would be to depress further the prices of the commodities pro- 
duced on the diverted acreage in order to continue maintaining a high 
price level for cotton, wheat, and corn. Rental by the Government 
of a substantial portion of the acreage removed from the production 
of cotton, wheat, and corn; and retirement of that acreage from the 
production of other soil-depleting crops could prevent this serious 
impact on the prices of other commodities. The acreage that could 
be diverted to other crop uses under the proposal is of course arbi- 
trary, but 10 percent of the 1952 acreage of cotton, wheat, and corn 
might be the maximum that could be so diverted without causing a 
serious impact on the prices of commodities produced on such 
diverted acreage, 

c) Disadvantages: [t is obvious that rental payments such as those 
proposed for cotton would have to be extended to all basic crops and 
possibly to other crops which are in substantial surplus. The pro- 
gram contemplated by the proposal would, therefore, call for large- 
scale Government subsidization. 

Under the proposal no provision is made for making rental payments 
in any State where the total acreage of the restricted crop is not re- 
duced below 90 percent of the 1952 acreage. It does not appear 
equitable that a farmer would not receive a rental payment merely 
because the overall reduction in his State did not exceed 10 percent 
of the 1952 acreage. Many farmers in such a State might have their 
acreage reduced drastically from 1952. Therefore, it appears that 
payments would have to be made on an individual-farm basis. 

Since only a small part of the cotton acreage and none of the wheat 
and corn acreage was measured in 1952, farmers would have an even 
greater incentive under the proposal to overstate their 1952 plantings 
than they now have in connection with the acreage allotment and 
marketing quota programs 

It is highly questionable whether uniform rates for any commodity 
could be equitably applied over any large area. 

d) Estimated program costs: 

(i) Cotton: It would be necessary under the proposal for the 
Government to lease something over 3 million acres. The rental 
of this acreage would involve a program cost of approximately 
$80 million if rental rates contained in the proposal were applied 
to such acreage. 

ii) Wheat: A reduction in the 1954 wheat acreage of around 
15 million acres from 1952 seedings would make it necessary under 
this proposal for the Government to lease a little over 7 million 
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acres of diverted wheatland. The rental of this land, based 
on a national average rate of $12 per acre, which is considered 
equitable with the rate proposed for cotton, would involve a 
program cost of approximately $85 million. Since there is con- 
siderable variation in the value and productivity of wheatland 
between areas across the country, it is obvious that a flat rental 
rate could not be equitably applied over any large area. 

(ii) Corn: A reduction in the 1954 corn acreage from 1952 
plantings of around 5 million aeres would make it necessary 
under this proposal for the Government to lease approximately 
2 million acres. The rental of this acreage, based on a national 
average rate of $20 per acre, which is considered equitable with the 
rate proposed for cotton, would involve a program cost of only 
about $40 million. Because of variation in the value and pro- 
ductivity of cornland between farms within the commercial 
corn-producing area, it is questionable whether a uniform rate 
could be equitably applied over any large area. 

(e) Estimated administrative costs: Implementation of the pro- 
posal would involve administrative costs of (i) determining the 1952 
acreage, which would be largely reported by farmers; (ii) determining 
the 1954 acreage, which would be measured; (iii) determining that 
part of the acreage reduction from 1952 which would be eligible for 
rental payments; and (iv) calculating and making payments. Ad- 
ministrative costs involved in making the determinations under (i 
and (ii) will be incurred in administering the acreage allotment and 
marketing quota programs. ‘Therefore, the costs incurred under (iil) 
and (iv) would constitute the principal additional cost involved in 
administering the proposed program. Since the cost incurred under 
(iii) would involve measurements and rechecks to determine plow- 
under compliane e with respect to cover crops, suc ‘h cost would be sub- 
stantially higher than the cost incurred under (ii 

It is estimated that the leasing of 3 million acres of cotton land, 
7 million acres of wheatland, and 2 million acres of cornland by the 
Government would, under the proposal, involve additional adminis- 
trative expense of roughly $5 million. Eliminating the requirement 
that farmers plant the leased acreage to cover crops and plow them 
under would substantially reduce the additional administrative cost 
involved under the proposal. 

3. Other programs 

The importance of a comprehensive educational progiam, to be an 
integral part of any other programs or actions taken, is discussed 
below. Five major fields of educational effort are outlined which 
should be especially emphasized. A complete understanding by every 
farmer of the vo he is faced with in dealing with this problem 
is paramount as a first step in accomplishing the objective sought. 
Thus, the edue intial program should be pushed in a vigorous and 
aggressive manner. It is emphasized that an educ iced program 
no matter bow effective and well planned—will not produce the re- 
sults sought without the help of other programs. 

(a) The education program: Progress in dealing satisfactorily with 
the problems created by diverted acreage will depend a great deal 
upon how well farmers understand these problems and the alterna- 
tives for meeting them. 
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Good factual information and educational assistance is essential, for 
the problems are difficult and the alternatives are not easy. This is 
clearly shown by the sort of questions that farmers are raising. The 
State extension services in general recognize this educational job as a 
challenging responsibility that calls for the application of educational 
know-how and for organized educational effort for farmers and others, 
down to the local level where farm families make and carry out deci- 
sions as to crops and land use. Organized educational assistance to 
farmers locally is of great importance, for the surplus supplies of wheat, 
cotton, corn and other crops all come from localities and it is in the local 
communities, on their individual units, that farmers will have to deal 
with the problem of diverted acres. 

Five major fields of educational effort should be emphasized: 

1) A good program of factual information on the supply, demand, 
and the outlook for each crop. Farmers are much interested in this 
type of information. Forward estimates of what prospects are likely 
to be for several years ahead would be of great value. 

(2) A program of good factual information on the several alternative 
courses of action for dealing with diverted acres, including the ad- 
vantages and disadvantages of each, and the consequences likely to 
result. 

The above two fields of educational work necessarily involve im- 
portant but somewhat general types of information. 

(3) The local interpretation and adaptation of these types of infor- 
mation in terms of individual producing areas and communities. 
Farmers need assistance in appraising the impact of prospective 
changes on such community wide things as the balance or lack of 
balance between livestock and feed supplies and the adequacy of 
market outlets and facilities for changed types and volumes of pro- 
duction. Often considerable State and locally developed informa- 
tion on local levels and patterns of production is needed. 

1) Information and other educational assistance which will be 
useful to farmers in deciding upon changes in individual farm business 
organization. In some areas the diversion of acreage may be on a 
scale which would suggest some reorganization in systems of farming. 
There are important dollar and cents aspects to these changes. Farm- 
ers are in a cost-price squeeze as it is, and they could use considerable 
factual material on practical farm organization principles, feasible 
combinations of enterprises, efficient standards for using labor and 
equipment, and other farm management information that will help 
them make the most of the choices open to them 

(5) The application of all the natural sciences in terms of what is 
commonly called production practices. As changes in cropping 
systems and systems of farming are made and as land is shifted from 
one type of use to another, farmers are confronted with many new 
problems in the growing of crops, the handling of livestock, and the 
carrying out of good land resource conservation objectives. Much 
helpful factual information on production and related practices is 
being made available to farmers, and this educational effort will need 
to be adapted and intensified 

Perhaps most important of all is the need for helping farmers under- 
stand the relationships among the facts of the agricultural outlook, 
program possibilities, production, practices and good farm business 
organization principles that they must take into account as they plan 
the organization and operation of their individual farm businesses. 
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B. FurrHer ANALYSIS OF SELECTED Meruops or DEALING WITH 
PROBLEMS CREATED BY THE ACREAGE DivertTED From WHEaT, 
CoTTron, AND CorN IN YEARS SUBSEQUENT TO 19545 


I. GENERAL 


This paper discusses the details of a proposal to control the use of 
diverted acreage in years subsequent to 1954, involving some combi- 
nation of two principal approaches: 

A, Asa condition of price support for any commodity grown on the 
farm, a producer must comply with specified limitations on (i) the 
use of the diverted acres and (ii) the acreage utilized for designated 
crops. 

B. A payment would be made to any producer complying with the 
use limitations required as a condition of price support, provided the 
acreage in soil-conserving crops or uses on the farm was not less than 
a minimum soil conserving or good-land-use acreage established for 
the farm. 

Il. DETAILED DISCUSSION 


A. In connection with approach A, the following four features 
would represent progressively increasing degrees of control: 

1. Compliance must be observed with each individual allotment estab- 
lished for the farm.—This feature already has been adopted as a 
condition of price support for the basic crops in 1954. It could be 
expanded to require intercommodity compliance for all allotment crops 
by any producer, not only for a single farm but for all other farms in 
which he has an interest, located (i) in the county, (ii) in the State, 
or (iil) in all States. This program would be of very limited effect 
and would not contribute to effective control of diverted acres if 
applicable only to compliance with allotment crops, unless establish- 
ment of allotments is expanded to cover a number of additional crops, 
such as feed grains and sovbeans; on the contrary it is likely to produce 
considerable ill will. 

For marketing quota crops, for example wheat and cotton, the 
incentive to comply with allotments is already very strong because of 
penalty provisions of the quota legislation. A wheat producer is 
subject to a penalty on the farm marketing excess equal to 50 percent 
of the loan rate; a cotton producer is subject to a slightly higher 
penalty on the farm marketing excess, equal to 50 percent of the 
June 15 parity price. 

ae Compliance must be observed uith (7) the allotment for each allotment 
crop and (ii) the acreage limit for each other crop specified. Specified 
crops could include individual crops or a group of related crops, such 
as feed grains, with respect to which it is determined that the acreage 
otherwise might increase to undesirable levels. The specified crops 
may or may not be pric mnupperte ‘d; for example producers of certain 
specialty crops such as vegetables may require the protection provided 
by an acreage limit provision. 

It might be mentioned that this compliance feature, as a condition 
of price support, perhaps could be used to withhold price support, if 
desirable to do so, from producers of still other commodities on non- 
allotment farms on which the acreage exceeded the acreage limit 


5 Prepared in October-November 1953, 
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for a specified crop. This feature, however, would present very serious 
administrative problems with respect to eligibility and handling. 
It is proposed that the ac reage limit on which price support is condi- 
tioned be the previous year’s acreage of such crop on the farm: this 
simplifies administration. Past acreage data for individual farms 
would of course be required. This could be obtained in any of several 
ways such as a farm-to-farm canvass or a mail questionnaire. The 
merits of some form of producer certification could be explored 
although this procedure has definite weaknesses. 

The advantages of this approach far outweigh those of approach 
since, to the extent that there is participation, it would effectively 
prevent the shifting of diverted acres into trouble crops. The extent 
to which producers would participate would depend primarily upon 
the attractiveness of the price-support program. Producers of both 
marketing quota and other allotment crops might feel there is more 
to be gained through resort to alternate crops by expanding acreage 
of nonquota crops and accepting a price which is not too substantially 
lower than the support price by reason of the umbrella effect created 
by the support program. Failure to comply with this approach by 
those producing marketing quota crops would deprive them of f ail 
price support even though most such preducers probably would | 
within their allotments for marke ‘ting quota crops because of applicab le 
marketing penalty provisions. 

To partially compensate for loss of income and to encourage partic- 

ipation, however, approach 2 could be coupled with an “incentive 
payment” of some kind. 
3. Neither a cash crop nor a feed crop could be grown on diverted 
acres.— Additionally, of course, compliance must be observed with (i) 
each allotment established for the farm, and (ii) the aggregate-limit 
acreage for all other cash and feed crops grown on the farm; such 
aggregate-limit acreage, for example, might be the most recent 
year’s acreage in these crops. This approach, more restrictive than 
either approach 1 or 2, would effectively limit the use of diverted 
acres to idle or fallow, or to conserving crops—cover and green manure. 
However, participating producers would obtain no cash income from 
the diverted acres and, if put to conserving uses, the diverted acres 
would entail some additional expense. 

Perhaps then, just as for approach 2, this approach should be 
coupled with an incentive payment of some kind to partially com- 
pensate for the loss of income and to encourage participation. 

4. There could be coupled with approaches 1, 2, or 8, the additional 
requirement that a minimum soil-conse rving or good-land-use acreage, 
consistent with the acres diverted, must be established and maintained 
on the farm.—This approach, accompanied by a producer payment, 
is discussed in detail m later paragraphs. Unless accompanied by a 
producer payment it is doubtful that it could be considered seriously 
because of its more restrictive aspects. If this approach is adopted 
as a condition of price support, further legislation would be required 
for basic commodities to make it legal. 

B. In connection with approach B, it seems reasonably clear that 
any producer payment made for the ie lishment or maintainance 
of a minimum soil-conserving or good-land-use acreage on the farm 
should be coupled with some more specific control of the diverted 
acres reflecting some of the features outlined in I-A. In other words, 
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it is doubtful that a minimum conserving acreage payment should 
be made unless it provided some assurance of a suitable use of diverted 
acres. 

The previous study indicates that of the estimated 30.4 million ® 
diverted acres in 1954, about 16.8 million would be diverted fron 
wheat, 8.1 million® from cotton, and about 5.5 million from corn 
Based upon the size of wheat acreage allotments in 1950, it is estimated 
that, on the average during the period 1948-52, roughly one-half = 
the 2.1 million wheat farms produced about 88 percent of the whea 
Of the 5.4 milion farms in the United States it is estimated that about 
3.5 million, or 65 percent, produce at least 1 basic commodity; about 
1.5 million farms produce 2 or more basics. 

The penalty provisions relating to marketing quotas on wheat and 
cotton would provide a very strong incentive for producers to stay 
within the acreage allotments for these crops; this effect, coupled w ith 
the desire on the part of the producer for price support on other allot- 
ment or acreage limit crops would suggest that a program involving 
approach A-2 might reasonably control a sizable percentage of the 
total diverted acres. This type of program, however, would be 
unpopular unless accompanied by an incentive payment; is is likely 
to be so unpopular as to be unacceptable even ~—— it could work 
reasonably well, technically and administratively, if adopted. 

Thus an acceptable and workable program might involve 
approach A-2 coupled with a producer payment conditioned upon 
having an acreage in soil conserving crops or good land uses not less 
than a minimum soil-conserving or good-land-use ac reage established 
for the farm. 

(a) Le vel at wh ich minimum CONSE rving acreage should he established. 
To be most effective the minimum conserving or good-land-use acreage 
for any farm should be not less than the sum of (i) a recent average 
conserving or good-land-use acreage (perhaps the most recent year) 
plus (ii) the total acreage required to be diverted from allotment 
crops (if this is considered too restrictive, perhaps a major portion 
of the diverted acres, with some flexibility to allow for variations in 
conserving needs of different farms). This acreage would be deter- 
mined locally by farmer committees who would give some considera- 
tion to factors such as soil conditions, tvpes of farming, and adjust- 
ments which already have been made. In appropriate areas the 
minimum conserving or good-land-use acreage could melude protected 
fallow as a conserving land use, with payment at a materially reduced 
rate; this variation, however, must be approached with caut on. 

While the question of what constitutes diverted acres on an indi- 
vidual farm need not be settled at this stage, a brief statement 
concerning it is appropriate. In determining ae acreage allotments 
for wheat and corn a base acreage is established, based, among other 
factors, upon the average planted acreage during the preceding 2 
years for wheat, and the preceding 3 years for corn; it is probable 
that the difference between such base acreage and the allotment 
should be considered as the diverted acres In the case of cotton, 
the allotment procedure is more complex but involves among other 
factors the calculation and consideration of the most recent 5-year- 


6 This figure has since been reduced about 4n " res hecause of special legislation (approved January 
30, 1954) increasing the 1954 cotton allotment. 
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average acreage; perhaps it might be appropriate, therefore, to 
consider the diverted acres for cotton as such d-Vvear-average acreage 
minus the acreage allotment (where this is a plus figure; otherwise the 
diverted acres would be zero 

b) Other features.—No conserving crop payment would be made for 
any farm for which the acreage of eligible conserving crops or uses was 
less than the minimum such acreage established for the farm. 

Price support would be available, however, to producers who failed 
to comply with the minimum conserving or good-land-use require- 
ment but who did comply with requirement A-2. 

c) Estimated program cost of the minimum conse rving or good-land- 
ise acreage payment.—The previous study indicated the use and 
probable production on 30.4 million’ diverted acres assuming no 
planned program. If this acreage were put to conserving or fallow 
uses it not only would deprive producers of the income which otherwise 
might result, but would place the cost of the conserving crop or pro- 
tected fallow upon them as well. 

The income loss to producers through limitations on the use of 
diverted acres may be looked at in different ways. If we measure the 
“loss”? as a reduction from the income producers would obtain with 
no use limitations on diverted acres and with effective price support 
for all commodities produced on them, the comparison would be about 
as follows: 

At 1942-51 average vields (by States in which diverted acres are 
assumed to be located) and assumed prices (1954 support price, where 
announced; 1952 season average for corn and hay; a per bushel 
for soybeans representing 85 percent of the November 1, 1953, parity 
price) the production on the 19.7 million ° diverted acres spt h might 
be utilized for corn, oats, barley, rye, sorghums, hay, soybeans, and 
flaxseed would have a gross value of roughly $28 per acre. Based 
upon typical farms in the Corn, Cotton, and Wheat Belts in 1952, 
operating expenses per dollar of gross farm income approximate 49 
cents on the average. Using this factor to arrive at a net return, 
and applying it to the estimated total diverted acreage excluding idle 
and fallow, results in an estimated outlay of approximately $321 
million, or about $14 an acre. An additional $24 million might be 
required if an allowance, of say $3 per acre, is made for the 8.0 million 
acres, if in fallow (some of this acreage would be idle and some fallow 
would not qualify). 

In summary then, a payment rate in the range of from $12 to $14 
per acre diverted to soil conserving crops or good land uses—with 
perhaps a payment of about $3 per acre for controlled fallow in 
carefully selected areas—would require an outlay, with full partici- 
pation, of perhaps $350 million excluding administrative expenses. 

On the other hand, it may be argued that this degree of net income 
support with respect to diverted acres is too libe ral, and that gerd 
emphasis should be placed on penalty features, as in approach A A-2. 
But the “umbrella effect’ of support programs upon the market 
prices available to nonparticipating producers is so widely recognized 
that compliance as a condition of price support may prove to be a 
mild and ineffective penalty. And uncontrolled production on 


’ For 1954, this figure would be reduced significantly because of the increase in the 1954 cotton acreage 
allotment, approved January 30, 1954 
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diverted acres will add to the costs of the price-support program, 
If wide participation is desired, it seems realistic to anticipate per 
acre payment costs averaging at least a substantial fraction of those 
indicated above 

Such a payment should (i) be varied according to relative land 
productivity and (it) be made on the diverted acres, contingent upon 
compliance with both the minimum soil conserving or good land use 
acreage, as Well as specified use limitations. If made on the diverted 
acres (rather than on the minimum conserving acreage), a higher 
per-acre rate is assured, and the criticism for making a payment for 
a ‘normal or usual”’ practice is thus avoided. 

It is believed this tvpe of program would go far toward controlling 
the use of diverted acres, while compensating producers to a consider- 
able extent for the loss of net income on the acres diverted, 








lil. ANALYSIS OF NEW PRICE-SUPPORT PROPOSALS FOR 
SELECTED COMMODITIES 


INTRODUCTORY NOTE 


During 1953, the Secretary of Agriculture received a multitude of 
suggestions on price-support policy for various commodities. Some 
of these cor ntaumed only the germ of an idea or the hope that some- 
thing could be done along a certain line. Others were de ‘veloped 
considerable detail. Similar proposals were appearing in farm news- 
papers and magazines, letters to editors, and among the staffs and 
members of producers’ organizations. 

lew of these ideas were completely new to the literature of price- 
support policy, although many represented independent insights on 
the part of the individuals who submitted them. Some of these ideas, 
whether old or new, appeared to hold promise in the present situa- 
tion. However, very few of them had been subjected to any quan- 
titative analysis of the costs, benefits, and administrative problems 
which they might involve. 

Wool is prod iced in considerable volume in the United States, but 
we depend on imports for a ibout two-thirds of our rama bet This 
fact suggested to various people the possi! bility ol i particul ir sort of 
wo-price plan for wool, under which a processing tax would be col- 
lected on tl wool and the proceeds or an equiv: lent amount from 
eeneral revenues paid to domestic wool producers 

The study ‘Feasibility of Fissctae Wool Price Supports by 
Means of a Processing Tax’? was pre pared : it the request of the Na- 
tional Agricultural igor Commission in August 1953. The tim- 
ine’ of this request s partly dictated by the fact that, during the 
preceding few months, foreign wool had been imported on a duty- 
paid basis at pric es lower than the s Ipport level for domestic wool. 
{s a result, Commodity Credit Corporation was acquiring a large 
he textile manufacturers 


were using abnorm: lly laret B iar. yortions of imported gee 


percentage of the domestic wool chi Ip, and { 

The second study in this section analyzes another type of two-price 
svstem which was proposed for dairy products This proposal was 
also analyzed at the request of the National asseadanie Advisory 
Commission, this time in November 1953 

The third study was made as the result of a question raised by many 
farmers and students of farm problems: Can the marketing agree- 
ment principle, which apparently operates to the satisfaction of many 
specialty crop producers, be extended to cover some of the more 
important crops which are grown over wide reographic areas? If 
successful, this approach would presumably take the Federal Govern- 
ment out of acreage allotment and marketing quota programs and 
throw the full responsibility for price support, marketing, and produe- 
tion decisions upon democratically elected representatives of the 
producers of the commodity in question. 
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The study, “Possible Uses of Marketing Orders for Wheat, Peanuts, 
Tobacco and Wool,” was prepared in July 1953 in response to a ques- 
tion raised by Congressman Hope and some interest expressed at 
about the same time by the National Agricultural Advisory Com- 
mission. 
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A. FRASsIBILITY OF FINANCING PRICE SUPPORTS FoR WOOL BY MEANS 
OF A PROCESSING TAX 


In connection with its review of price-support policy, the National 
Agricultural Advisory Committee requested that further consideration 
be given to a proposed alternative to the existing price-support pro- 
gram for wool. This alternative involves the use of compensatory 
payments to producers in lieu of present price-support methods, these 
payments to be financed by means of processing taxes (similar to the 
sugar processing tax) which would replace the existing duties on wool. 

Historically, the domestic wool industry has had the protection of 
tariffs on all imports of apparel wool and manufactured products. 
In addition, wool prices to domestic producers have been supported 
by the Department of Agriculture through purchases and nonrecourse 
loans to producers. At the present time, the tariff on the bulk of 
imported apparel wool amounts to 95% cents per pound, clean basis. 
Prices received by domestic producers for wool are supported at 90 
percent of parity by means of nonrecourse loans on shorn wool and 


purchases of pulled wool. 


Principles of @ proce ssing taxr-compe nsatory payment system 

A self-supporting United States wool program could be developed 
that would rely on a processing tax on both imported and domestic 
wool as a source of funds from which payments would be made to 
producers to maintain their per-unit returns on wool at a given leve 
(say 90 percent of parity). The processing tax would be utilized in 
lieu: of present duties on imported apparel wool and the compensatory 
payment method of maintaining returns to growers would replace the 
present type of price-support operation. The processing taxes, while 
going directly to the United States Treasury, would be sufficient to 
pay the costs of the compensatory payments to producers and (if 
desired) the administrative costs involved in collecting the taxes and 
making the producer payments. At the same time, the processing 
taxes would be considerably less of a burden on domestic consumers 
than is the incidence of the present duty. In recent years, imports 
have accounted for nearly two-thirds of our total wool consumption 


(table 1). 


Constitutionality of tax and payments 

The legal aspects of this program appear to be as follows: 

The tax would be an excise tax upon ® manufacturing process for 
revenue purposes and in no sense & regulation of the process itself. 
Therefore, the imposition of the tax would be a valid exercise of the 
taxing power of the Federal Government. The proceeds of the tax 
would go into the general fund of the Treasury and would be available 
for any purpose for which the Congress May lawfully appropriate 
money. Itis clear that the power of Congress to spend for the general 
welfare extends to appropriations for purposes such as payments to 
the wool producers. The fact that the annual appropriations for 


¥ 
{ 








EE 2 


erage 


TRH. 


LONG RANGE FARM PROGRAM 91 


payments to producers would approximate om amount of tax money 
collected each year would not invalidate the legislation. Moreover, 
the same statute which levies the excise tax could also authorize the 
annual appropriations to make the proposed payments. 

The case of United States v. Butler (297 U.S. 1), in which the 
Supreme Court invalidated the processing taxes imposed under the 
Agricultural Adjustment Act, is not in point. That law was held to 
be invalid because the sole aim of the statute, as shown by its terms, 
was to regulate crop production, a matter wholly within the powers 
reserved to the States under the 10th amendment to the Constitution 
The proposed legislation would have no such aim. 

Suspension and snapback of duty: Section 22 action 

As long as such a system remained in effect, the present import duty 
on wool (statutory rate 54 cents, trade agreement rate, since January 
1, 1948, 25% cents per pound of clean content) could be suspended. 
No need would arise under this system for import fees under section 22 
However, provisions should be made for the wool tariff to become 
automatically effective again if the self-supporting wool program 
should be terminated. If needed, such a reinstitution of the wool 
tariff should be accompanied by a supplementary import fee under 


section 22. 


TABLE 1.—lU’nited States production, imports and consumption of apparel wool, 
19385-8389 average, and annual 1946-52 


[Clean basis] 


Imports as a 
Years Production Imports ( — ip- nee — of 
Million Million Million 
pounds pounds pounds Percent 
Average 1935-39 207 5 281 17.8 
Annual: 
1946 17¢ 473 610 76. € 
1947 153 259 526 49.0 
1948 137 246 485 50. 7 
1949 : 7 120 155 339 45.7 
1950 119 250 437 57.2 
1951 119 272 382 71.2 
1952 127 248 347 71.5 


Determination of payments to producers 

Effective operation of such a self-supporting system would call for 
legislation to authorize the Secretary of Agriculture to make such 
payments. The rate of payments would be that needed to give pro- 
ducers, upon presentation of a receipt of sales in the market place, such 
level of returns as provided for in the law. Payments to producers 
would be made at whatever time was determined to be administra- 
tively most desirable. If it were deemed desirable, partial payments 
could be made some time prior to the end of the marketing season. 

The payment rate might be set in such a manner that producers 
would be assured of the desired level of support at all times. Or the 
payments might be such as to assure producers the minimum desired 
level of support at times of low world prices and up to 100 percent of 
parity at times of higher prices, 
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\ third alternative would set a minimum payment rate of 25.5 cents 
pel pound ele ar basis which would be equal to the basic rate of the 
present import duty) and would raise the payment rate above the 
ninimum when and to the extent needed to give producers the desired 
level of support 
The processing tar 

As in the Sugar Act (which provides for a processing tax on both the 
imported and the domestic product and for payments to producers 
the rate of the processing tax should be fixed in the law at a level high 
enough to cover the prospective costs of the system, including collec- 
on ol th tax and pavments to producers On the basis of past eCX- 
perience, it is believed that ample provision fol such costs under ay 
of th three alternatives TIvel above in thr case of wool ( ould be made 


DV a tax of 15 cents pel clean pot nd at a given pomt mn the processing 


Svstem Since domestic cons Unption Of apparel wool is about three 
times as large as domestie wool production, such a tax could, on an 
averag finance pavments to producers Ip to 15 cents pel clean pound 


abo it ?O cents pe r po ind. vrease Dasis I{ need should arise, the 
tax rate would have to be « hy inged DV Cong! ssional action unl SS pro- 


j : ] ] 
vision were made for such changes in the enabling legislation 


\ processing tax should be based on the clean content of raw wool, 


similar to the present tariff applic ition, regardless of the state of 


pr paration and regardless of origin The collection of the processing 
{ hould be made at a given point in the svstem which would be most 
pra tical from the pomt of vie OL east and a racy ol coll etion 
The assessment and enforcement of thi processmg ti pears to de 
administratively feasible. If it were to be undertaken, a working 
committee of Agriculture, Commerc d ‘J irv with industry 
member consultants should draw up details t | lief objective b 10 
that of det rmining the schedule of tax rates needed and the point of 
collection 

Che ad valorem tariff on wool manufactui protecting processors 


= I 


of wool. would remain and would be collect d upon entry together 


Vilh L compensatory processing tax on th ra wool auivalent of th 
imported manufactures 
Be etits to pro Ce CO / ers } rn x 

\ tax of 15 cents, combined with a s Ispension ol the 25.5 cents 
import dutv, would reduce the cost of wool to domestic mills by 10.5 
cents as compared with the present tariff svstem Because of the 


yvramiding of trade markups, the benefit to the ultimate consumers 
mn it be substantially greate) 
The lower costs for wool would materially help the competitive 
{ f ic fibers (table 2) which the wool 
tariff was never intended to protect \ resulting higher level of 
WOOL ConsUuUmMptLoD In the United States would encourage domestic pro- 
duction and also allow larger imports without harm to domestie wool 


produce rs 


This system would also make domestic w ool prices more competitive 


with those of foreign wools. As a result, it would permit the exporta- 
tion of grades of domestic wool that are less desired by the domestic 
market, hese YTHUaes could be exported without a loss to the Gov- 
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ernment. The payments out of the processing tax would raise pro- 
ducer returns from the exported wool to the support level just as in 
the case of the wool which they sold domestically 
Section 32 fund 

As regards the section 32 fund, from which increased disbursements 
may have to be made in the coming vears, the Department could per- 
haps be compensated for the loss of its share of proceeds from the wool 
tariff by means of raising the allotment of total tariff revenues to the 
section 32 fund to 35 percent from the present 30 percent. 
Some disadvantages 

Several advantages to the proposed system of processing tax and 
compensatory payments have bee discussed above. Th following 
are some apparent disadvantages of such a svstem 

1. Suspension of import duties would result in a reduction in the 
revenues into the United States Treasury and therefore to the section 
32 fund. During the past 5 vears customs receipts on wool have 
ranged from 38 to 66 million dollars, 30 percent of which has auto 
matically gone to section 82 


2. The inauguration of such a system would require special legis- 
lation authorizing the processing tax and also the payments to pro- 
ducers. Legislation would be required periodically to permit the 


renewal of such a system. 
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3. Such a system would require specific appropriations each year 
to be made by Congress for payments to producers. In comparison, 
it may be noted that, in the case of sugar, such appropriations have 
not encountered difficulties. 

4. From a public relations standpoint, compensatory payments 
might be more easily and widely recognized as a subsidization to the 
wool industry than is the present tariff and price-support system. But 
it is not clear that payments under the Sugar Act have met with any 
extensive adverse reaction. 

5. Such a system would require considerable administration. _How- 
ever, it is not clear that administrative costs would be greater than 
those under the present system of tariffs and price supports. 


B. ANALysis oF A Propucer-FINANcED Datry PRICE STABILIZATION 
PROGRAM 
1. Description 

In November 1953, the following proposal for a self-help type of 
price stabilization program for the dairy industry was announced. 
This program would be put into effect by an act of Congress which 
would authorize the establishment of a Board with authority to es- 
tablish prices, to purchase and sell manufactured dairy products, and 
to levy fees on dairy farmers to cover the cost of carrying out the ob- 
jectives of the act. 

The proposed Dairy Stabilization Board would be composed of 15 
members appointed by the President from 1 of 3 nominees selected 
by dairy farmers in each of 15 districts of the United States. This 
Board would have broad authority, including power to determine 
appropriate price levels for milk and butterfat in the United States, 
with or without public hearings, and to purchase butter, cheese, nonfat 
dry milk, and any other manufactured products deemed necessary to 
achieve the price objectives for milk and butterfat. 

The activities of this Board would be financed by: (1) Authority 
to borrow up to $500 million from the (¢ Jommodity Credit Corporation; 
2) authority to borrow from any other source upon security of the 
dairy products which it may own or upon security of other assets or 
unsecured loans; and (3) assessments levied on milk and butterfat 
sold by farmers. Such assessments would be collected by the In- 
ternal Revenue Service from the first handler of milk or butterfat. 

Products acquired by this Board, in general, could not be resold into 
domestic commercial channels at a price below that paid by the Board 
in removing the surpluses from the market. Certain conditions for 
selling below its purchase prices would be established, including sales 
to prevent deterioration or spoilage, sales for export, and sales for 
secondary or byproduct uses. 

Certain conditions would be established covering the relationship 
of the Board’s activities to functions now carried on by the Depart- 
ment of Agriculture. Stocks of dairy products owned by the Depart- 
ment at the beginning of the Board’s activities could not be resold 
in normal trade channels without consent of the Board. Any con- 
tributions to the surplus position of dairy products as a result of in- 
crease in milk flow from diverted acreages ' or from imports of dairy 


Acreages diverted from wheat, cotton, and corn production because of acreage allotments and marketing 
yuotus on these crops. 
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products would be the financial responsibility of the Federal Govern- 
ment and not of this Board. 

Other conditions of the relationship of the Board to the Federal 
Government also would be established by the act, including a provision 
whereby the Department of Agriculture would provide a central office 
for the organization 


4 Keonomie analysi S 


In the past 2 vears use of milk in commercial channels and for 
feeding calves has been approximately 115 billion pounds per year. 
Farm production of milk, on the other hand, has tended to increase 
and will approximate 121 billion pounds i in calendar year 1953. This 
has given ~~, to increased purchases of milk produc ts by the CCC 
(Commodity Credit Corporation) under the price-support program. 
In the marketing year ended March 31, 1953, the CCC acquired the 
equivalent of a little over 3 billion pounds of milk, or about 3 percent 
of farm milk output. In the current marketing year price support 
removal will be about 8 percent of farm output. 

Under demand conditions which prevailed in the 1952-53 marketing 
vear, prices to farmers probably would have been depressed to around 
85 percent of parity, if there had been no surplus removal program. 
In the current marketing year free-market conditions probably would 
have vielded around 75 percent of parity, assuming previous surplus 
stocks would not have been Y iced on the market Roughly speaking, 
each additional increase of 3 percent in the supply of milk products 
ened consumers would entail a decline of about 5 percentage points 
in the actual farm price of milk relative to parity. 

The operation of the producer-financed stabilization program may 
be illustrated by assuming the purchase and diversion of 3 billion 
pounds of milk in the form of butter and nonfat dry milk. This would 
cost about $136 million, using 65 cents per pound for butter and 16 
cents per pound for nonfat dry milk. If the Stabilization Board took 
a 100-percent loss on its stocks, the stabilization fees would be about 
14 cents per 100 pounds of whole milk or about 3% cents per pound of 
butterfat sold as farm-separated cream. As an outside figure, then, 
assuming no recovery or diversion sales, the stabilization fee would 
need to be raised about 14 cents per 100 pounds of milk for each 
increase of 5 parity percentage points in the amount by which the 
support level exceeded the probable free-market. price. 

However, it is unlikely that the Stabilization Board losses would 
ever approach 100 percent of product cost under the proposed bill. 
The bill provides that the CCC shall take over, or reimburse the Board 
for losses on dairy products equivalent to imports and production 
from acreage diverted from commodities subject to allotments or 
quotas; and that Federal programs for distributing dairy products 
“shall give due consideration” to obtaining them from the Board. 
These outlets, together with sales in foreign markets, or in domestic 
outlets which would not interfere with market prices, would normally 
permit the Board to recover a substantial percent of its outlays. 
Losses by CCC on dairy products during the period of relatively high 
economic activity between January 1, 1949, and March 31, 1953, 
amounted to 43 percent of the cost of the commodities disposed of. 

If we assume that losses*which the Stabilization Board might incur 
in maintaining spreads of 5, 10, and 15%percent of parity between the 
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support level and probable free-market prices are 30, 45, and 60 per- 
cent, respectively, the corresponding stabilization fees required would 
be about 4, 13, and 25 cents per hundred pounds of milk. (The 
increasing rate of loss with larger surpluses reflects the decline in 
prices at which additional quantities of export sales could be made, 
and increased diversions domestically on which no recovery would 
be possible. 

Five percent of parity on the price received by farmers for whole 
milk is now about 23 cents per hundred pounds. The difference 
between this amount and the stabilization fe would measure the net 
benefit to farmers from the program This may be illustrated in 
tabular form as follows 


The figures in columns (3) and (4) are ONL rough estimates, and 
may well be overoptimistic. In particular, the assumed recovery on 
diversion operations is based on more extensive exportation than has 
been achieved heretofore. The recovery on diversion operations 
may well be smaller than assumed here; also, the increase in income 
from domestic sales could well be smaller than has been assumed. 
Kvidence on both of these points Is inconclusive, in the sense that any 
estimates relating to them are subject to a sizable margin of error. 

If the price objective of this program were set at 90 percent of parity 
under 1953-54 conditions, the figures in the third row of the table 
would roughly apply. The actual net prices to farmers under the 
producer-financed program would be less than the nominal price 
objective by the amount of the stabilization fee, and less than with a 
Government-financed program in which none of the costs would be 
assessed directly against farmers. One result would be a slightly 
smaller production under producer-financed than under Government- 
financed supports with a given nominal support level of price objective. 

Disposition of products acquired by the proposed Stabilization 
Board would raise about the same problems as would disposition of 
the same quantities under present programs. Quantities that can be 
disposed of in domestic outlets without affes ting domestic prices are 
limited. Sales could be made in foreign markets at less than domestic 
prices, but entry of the United States into foreign markets with sur- 
pluses of about 150 million pounds of butter (the equivalent of 3 
billion pounds of milk) or more would tend to lower the world price. 
During 1953, exports of dairy products from the United States totaled 
little more than 1 billion pounds milk equivalent, including some 
special sales from CCC stocks. Attempts to move from 3 to 6 or more 
billion pounds milk equivalent into export channels would doubtless 
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meet with protests from other exporting countries, regardless of 


whether the exports were made by CCC or by a quasi-private Stabiliza- 
} 


tion Board. (In evaluating these protests, however, it must be recog- 
nized that some other exporters of dairy products are already using 


similar devices. See sec. III, item 5, in this study 
The proposed nrogram contains 1 pecial provisions for lin 


imports. However, CC 


( \\ iq be ( mbpurse the S abi 
liza loa Be ard tor its losses o qu; | ( ot prod Ss egquivaiel.t to 
any imports. The economic consequences of imports would remain 
the ame a at present, and exist leo Siation 1 ‘lati im” tO Import 
rols would presumably | ( LO 

I 

Impo ition of a abilization fee ould hay he same eff on 
qaairy farmers as alv ¢ the ? variable ca hy CO: ey would absorb it 
or pass n lorm ol creased prices, 1 irvine degre Ol 
they would discontinue dairying. Some would find that imposition 
Ol the fee w niuld chat re qairyving trom a POSIt1Ol of advant: re to 
one of disadva ace relative to a ative enterprises TI ese dairy- 
men would avoid the fee by shifting to the allernative enterprise 
and dairy productio nuld be reduced accordingly. Some dairymen 
still would have oO lose alter ative, and they we ld absorb the fee. 
In fluid milk sheds, alternative en erprise ure normally atl a greacer 
disadvantage relative to dairving tha tk Maadtilactul areas and 


milk production would be affected less b he fee. Any decline in 


production in fluid milk areas (assuming 1 ul in consumption) 
would tend to merease the radius of thr ypl area and to iacrease 
the price f. o. b. the market To this extent, the fee would be 
partially shifted to consumer 
} Othe? proble nS a f ie / oO} Ul 
1. The proposal 1 involve some intrai miflicts 
ay TR | { +] sat a “ Bad es { ill 
( Lhe be ii Ol the pro Wn ware ¢ ( Oo proaucers OL INIK 
; [11 
Or MnuuUlae red ( rv products (prices hich would be ip- 
] 1 j ! ’ . =a 
porled by board purciiase wu LLICLine » proaucel ol milk 
‘ . io 9 Po 1 r a? 1 
tor tiuld use; \ Lit ‘ Zation Lee vied directly on all 
’ ' ‘1 ] 1 
produce! Producers of milk fon Li » are likely » be 
impressed more by burce iia enefits 
) hud mu roducers Te prices oO pro 


tabiliza ) I ) ) { ( o ead | I ) 
Hat ra ! ) ( ( ih 
-. ine propo ( I I pl Ol 
POLCcy om I >} Ik el 3 r S 
1 
now bel by tl Deparu 
( ( pas 
a Hi i} pp rth mul I 1) ( ho ) 
ul O SUPpO! \ O i pe mad ) Vy ire 1 ¢ 
1) bOtil ! ( COt) j { ‘ a) mpo 
1 I 
D I") Siabilization Board rl ' progran h 
; ] 
prumary enyy l ) et re ~ ime! ru Y 
uoder less pressul o defer to a national policy with respect to 
- 1 } ! 
foreign trade which might at time pal ally subordimate par- 


ticular commodity interests to broader objectives. 
(c) The Stabilization Board would be less subject to pressure 
from consumer interests than a Government-financed program 


would be. 
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Consumers would not have added to their objection to 
the level of support the further objection of being taxed to 
~— the costs of surplus diversion. 

) Consumer representations to the Board would prob- 
ably be less effective than to the Secretary or Congress. 

. The provision for segregating the production of milk on diverted 
acres focuses attention on the impact of a price-support program for 
one agricultural commodity on the economic status of other com- 
modities. Making the estimates of production required by this pro- 
vision would be extremely difficult and at best would be subject to a 
wide degree of error. 

4. Over a period of time price support levels are likely to be governed 
— by the size of the stabilization fee that producers will tolerate. 

The use of a Dairy Board as a quasi-public agency to stabilize 
returns to milk idaaia in principal dairy countries is not new. 
New Zealand, Australia, Denmark, the Netherlands, Sweden, and 
Switzerland, important dairying countries, employ similar mecha- 
nisms. In some of these countries imports are also “equalized.’’ In 
some instances a stabilization fund is built up by assessment during 
favorable years to equalize returns in years less favorable. In other 
cases the Boards equalize returns from domestic sales together with 
export sales. In some cases the export prices are below the level of 
the domestic market and in some cases below a formulated cost of 
production. 

These precedents might tend to hold foreign objections to the pro- 
posed program within reasonable bounds. However, the intensity of 
objections (and possible retaliatory actions in the form of tariffs, 
quotas, and export subsidies) would increase as the volume of United 
— ‘Ss exports rose. 

There are sizable areas of the world with a deficit in supplies of 
eu y produc ts that have in recent years stepped up their intake from 
abroad. Through concentrated efforts these areas could be developed 
as outlets for larger supplies from the United States as well as from 
other exporting countries. Consultations between countries would 
assist in getting these larger quantities placed in expanded foreign 
outlets. 

The dairy price stabilization program would still depend upon 
Government to shoulder a considerable part of the existing dairy 
surplus problem. 

(a) CCC would still have to take care of 
(i) Existing price support stocks; 
(ii) Any milk flow from “diverted acres’’; and 
(iii) An amount of milk equal to total dairy imports (about 
0.5 billion pounds in 1953). 
(b) CCC could not sell its own stocks at prices which would 
interfere with the Stabilization Board’s operations. 
(c) Federal distribution programs, as under section 32, “shall 
give due consideration” to obtaining dairy products from the 
Board, 
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C. PossiBLeE UsEs AND EFFECTIVENESS OF MARKETING AGREEMENTS 
AND ORDERS FOR Woo.L, TosBacco, AND OTHER COMMODITIES GROWN 
Over LARGE GEOGRAPHIC AREAS 


In June 1953, Congressman Hope raised the following question: 

Can more extensive use be made of marketing agreements and orders not only 
on the minor commodities where production is confined to fairly contiguous areas 
but on some of the commodities grown over rather large geographic areas such as 
wool, tobacco, et cetera? 

Because of interest expressed by the National Agricultural Advisory 
Committee at about the same time, it was decided to examine this 
question for wheat and peanuts as well as for wool and tobacco. The 
four commodities will be discussed in turn. 

Wheat.—Two uses of marketing orders have been suggested in the 
case of wheat. Under one, handlers of export wheat would divide the 
export market into: (1) The regular commercial market, and (2) a 
market in which buyers were not in a position to pay the full price. 
Under the other, marke ting controls would be assumed by producers 
through their own organized effort replacing control by the Govern- 
ment’s use of acreage allotments and marketing quotas. 

It appears that marketing orders are not suitable in the case of 
wheat because wheat: (1) Is grown over too wide an area to organize 
the many handlers involved; (2) is divided into many classes with 
very different used (bread, pastry, macaroni, etc.); and (3) has no 
strong organization upon which to rely. 

Marketing agreements and orders have been largely used in con- 
nection with fruits and vegetables, in which field it has been clearly 
demonstrated that success is related to area concentration. Even 
in the case of the raisin growers, concentrated in a few contiguous 
counties, it has been difficult for the governing board to reach agree- 
ments. And section 32 programs have been needed to supplement 
marketing orders for a number of commodities. Marketing orders 
regulate the flow of a commodity into its primary market, but they 
do not in themselves provide adequate means for dealing with the 
remaining portion of the crop. 

In all cases the agreements have dealt with a single commodity. 
But the various kinds of wheat are to a significant degree different 
commodities with different problems of marketing and surplus disposal. 

The formulation and development of a marketing agreement or 
marketing order is complicated and requires a great deal of interest 
and effort on the part of some organized group. Wheat is handi- 
capped by not having a strong enough organization to take the 
leadership. 

Experience has shown that the use of marketing agreements has 
not eliminated the need for production controls A good example is 
hops, where high prices, obtained through the use of marketing agree- 
ments, made production so attractive that the accumulation of 
surpluses has defeated the program. 

Peanuts.—Operation of a marketing agreement and order for 
peanuts is possible but would face several significant handicaps. 
There can be an effective division between the edible or primary 
market for peanuts and the crushing or diversion market for peanuts. 
But one of the major problems arises from the large region in which 
peanuts are produced, stretching from Virginia through New Mexico, 
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With past programs under which growers were permitted to pro- 
duce peanuts for crushing in excess of their acreage allotments, growers 
in the Virginia-Carolina area were willing to produce only small 
quantities at crushing prices whereas producers in the other two areas 
grew considerably larger quantities for crushing. The experience 
may indicate a difference between the areas that would make it 
difficult for growers to agree on a marketing program that would 
result in an average price for peanuts based upon uniform percentages 
for edible uses. and for crushing in all areas. . 

A further complication is that different types of peanuts are grown 
in the different areas. The Virginia-Carolina area specializes in 
Virginia-type peanuts, the Southeast area in Runner and Spanish 
types of peanuts, and the Southwest area in Spanish-type peanuts. 
(Two counties in New Mexico produce Valencia-type peanuts. 
Virginia-type peanuts provide the larger sized shelled kernels, and 
Virginia and Valencia types of peanuts provide the peanuts that are 
roasted in the shell. All types are used in salted peanuts, candy, and 
peanut butter. 

The only experience with the use of a marketing agreement and 
order on peanuts Was in 1933 under the Agricultural Adjustment Act 
of that year. Based upon their experience with this program, the 
shellers recommended against a program in 1934. Whenever there 
has been discussion of the marketing agreement and order approach 
for peanuts in the past, the growers have by and large been opposed 
to it. 

Tobacco.—During the early years of the tobacco program acreage 
controls and marketing agreements were used together. The present 
tobacco program (using marketing quotas) is based upon experience 
gained from the earlier efforts. Marketing quotas have been in effect 
for the past 14 years on the two leading kinds of tobacco which make 
up about 87 percent of total United States tobacco production. In 
1953 all eligible kinds of United States tobacco are under marketing 
quotas with the exception of Pennsylvania Seed leaf tobacco. 

There are no substitutes for tobacco and the substitutability of 
most tobaccos, one for another, is relativel limited. The den and 
for a particular kind of tobacco is, therefore, prima “ily dependent 


upon consumer demand for the different tobacco products. Hence, 


the principal requirement of a tobacco program is an effective means 

by which production can be adjusted to meet demand. Under 
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turers, and others in the tobacco-producing areas. The program has 
contributed to stability of income to growers and has meant a steadier 
and more reliable supply for manufacturers and exporters. The 
acreage allotment established for each farm is designed to represent 

each farm’s fair share of the total market. Prior to incurring large 
sroduc tion costs, every grower knows the acreage he can plant and 
sell without restriction. This is particularly important for tobacco 
since it is principally a product of labor. Around 500 man-hours are 
required to produce an acre of tobacco. 

Should changing conditions, not foreseen at present, result in the 
accumulation of certain grades of leaf, the use of marketing agree- 
ments in conjunction with marketing quotas to prohibit the marketing 
of such grades might be advisable. Even this would present a serious 
problem since known diversion uses are limited. With the large 
number of growers (about 850,000 farm families) scattered over a 
large geographic area, it is doubtful that a marketing agreement and 
order could be administered to the satisfaction of tobacco growers 
unless it were used in conjunction with the marketing-quota program, 

Currently, a marketing order is in effect for Georgia-Florida shade 
grown tobacco, type 62. This type of tobacco is grown for one 
special purpose, namely, cigar wrappers. Under this program, cer- 
tain leaves undesirable for wrapper purposes, as determined by posi- 
tion on the stalk, are not harvested. This tobacco is grown in a 
relatively small area by a small number of growers. Under existing 
legislation, marketing quotas cannot be proclaimed for shade grown 
tobacco. 

Wo0l.—-Wool is produced in the United States only to the extent of 
supplying around one-third of our domestic requirements, with two- 
thirds of our needs being met from imported wools, our principal sup- 
pliers being Australia, New Zealand, South Africa, Argentina, and 
Uruguay. Because of our dependence on foreign-produced wool, 
marketing agreement or marketing order applying only to domestic 
growers would not be a practical way to establish and maintain prices 
to domestic producers at the parity level or any other level of price. 
Domestic wool prices are directly affected by world supply and demand 
conditions for wool and by the tariff rates. Hence, even if domestic 
growers and handlers would approve the issuance of a marketing 
agreement or order, unrestricted imports of wool would make such 
agreements completely ineffective. 

Quantitative restrictions on imports of wool sufficient to achieve the 
desired price effects, even in connection with marketing agreements on 
wool, would not be desirable. Domestic demand for wool is such as 
to require a wide selection of grades and classes of wool and it would 
not be administratively feasible to determine the kinds and qualities 
of wools desired for the domestic trade or the quantities to be allo- 
cated to the various countries of origin. To attempt to make such 
allocations for purposes of quantitative restrictions would adversely 
affect the long-time demand for wool and probably would be to the 
benefit of competing fibers. 

It is possible that a marketing agreement could be used in addition 
to some type of Government pric e-support program. One object of 
such an agreement, unsupported by a marketing order, might be to 
improve the preparation of domestic wool for market, involving greater 





LONG RANGE FARM PROGRAM 103 


care particularly on the part of the signatory producers and handlers. 
If a marketing order were also adopted, the program could be made 
applicable to all producers and handlers. If existing legislation were 
amended, a marketing agreement and order might be used for addi- 
tional purposes, such as financing advertising and trade-promotion 
programs, research, and statistical reports (as on the quality and 
preparation of fleeces marketed in different localities 

It is doubtful whether wool producers are prepared to support @ 
marketing agreement and order program at the present time. How- 
ever, this point can only be decided by wool producers and their 
organizations. 
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implications of the particular two-price mechanism which seemed 
most adaptable to cotton and which, at least on the surface, offered 
some possibilities in the case of wheat. The two studies on ‘‘Plans 
Involving Negotiable Certificates with Fluctuating Market Value’”’ 
were prepared during October and November 1953. 

The other studies deal with special problems which were byproducts 
of the two-price approach. It seems clear that a two-price plan with 
no acreage restrictions or market price supports would result in a con- 
siderably larger use of wheat for feed in this country. This would 
mean increased competition for producers of cash corn and other feed 
grains, although the magnitude of this threat is often overestimated. 
As of September 1953, it appeared that many corn producers would 
accept fair competition from feed wheat but, particularly in view of 
the existing wheat surplus, they would want protection against unfair 
competition. This led the Commission to request a study on price 
support levels for feed wheat. The second study discusses bases for 
distributing a national marketing certificate allotment for wheat 
among the individual farmers who would share in it. 


A. Basic StupIEs 


1. MULTIPLE-PRICE PLANS FOR WHEAT AND COTTON 
A. SUMMARY 
I. OBJECTIVES 


The multiple-price plans aim at 
(1) Maintaining the price for primary domestic use at a fair 
level (most propose 90 or 100 percent of parity), and 
(2) Promoting exports and secondary uses at home by means 
of selling at competitive prices. (Some propose CCC loans at 
60 percent of vey, or, in the case of wheat, at the support 
price for corn. 


II. ALTERNATIVE METHODS: EXPORT AND DIVERSION PAYMENTS OR MARKETING 
CERTIFICATES 
Some proposals rely on export and diversion payments, financed out 
of Treasury revenues or through a processing or sales tax. Others 
keep the price for primary domestic use above that for exports and 
secondary uses at home by means of marketing certificates. 


Ill. PRINCIPAL CERTIFICATE PLANS 


Among the latter group, usually referred to as certificate plans, 
three types deserve special attention. 
1. The fixed-value certificate plan 

This plan, as applied to wheat, would allot marketing certificates 
to producers equal in total to the estimated domestic food use. These 
certificates would have a value (per bushel of wheat) equal to the 
differential between the estimated average price received by farmers 
in the market place and an estimated parity price. Processors of 
wheat for domestic food use would have to buy certificates. The 
economic effect of this would be the same as that of a processing tax 
and producer payments. 
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A CCC loan at 60 percent of parity (or the support price for corn, 
whichever is higher) would support the market price. 

The allotments would assure producers of definite shares in the 
primary domestic market (food use in the case of wheat). The 
benefits therefrom would tend to be capitalized. Up to the allot- 
ments, production patterns would tend to be frozen. Adjustments 
would, however, be stimulated for production in excess of the allot- 
ments, which could receive only the free-market price or a relatively 
low CCC loan. 

In determining the certificate value for a given crop prior to the 
beginning of the marketing year, errors would be unavoidable. Some 
rigidities would result. Deviations of actual price, after taxpayment, 
from the “fair”? price would meet with objections. In the case of 
cotton, significant deviations might also affect its competitive position 
in relation to synthetic fibers. Errors could, however, be corrected 
from year to year. 

2. The blended-price plan 

This plan would, in effect, levy a tax on the first purchase of the 
commodity. It would give producers a ‘‘blended”’ price by distribut- 
ing the tax receipts among them on the basis of their current total 
production, irrespective of the ratio of such production to any historic 
base. There would be no floor under the free-market price. 

The “blended”’ price, while avoiding freezing of production patterns, 
would probably provide less incentive to production adjustment than 
would allotments. 

Certificate values would be fixed on the basis of the same advance 
estimate as under the previous plan. The same risks of error and 
the same rigidities would be encountered. 

3. The fluctuating-value certificate plans 

Domestic marketing certificates would be issued to producers on 
an allotment basis. 

Trading in the commodity itself would be free from Government 
intervention. Processors would, however, have to acquire certificates 
for such quantities of the commodity as they sold (in processed form) 
for primary domestic use. 

Since the certificates would be transferable, a market would prob- 
ably develop for them. In this market, the processors would be the 
buyers. The price of the certificates would tend to be the difference 
between the “fair’’ price and the free-market price of the commodity. 

Since no value tag would be attached to the certificates, there would 
be no need for advance estimates of market prices and no risk of errors 
from this source. There would also be none of the rigidities of the 
plans involving fixed values of the certificates. 

Since processing for primary domestic use would be limited to the 
allotment for which certificates were issued, it would be necessary to 
increase this allotment above the expected consumption by a “‘safety 
margin” so as to avoid an artificial scarcity of domestic supply. For 
wheat, the food consumption of which is fairly stable, this margin 
could be relatively small. For cotton, it would have to be larger, 
because of considerable fluctuations in the level of domestic demand. 
Any excess allotment resulting from the “safety margin,” or a drop 
in consumption, would accrue to CCC under the loan program. Next 








might 
would 


Raising 


s taising wheat and cotton prices for primary domestic use, while 
them for exports, might meet w th consumer resistance 
13 ents the export market and in a sec mdary domestic market 
) cured onl { the gain from larger sales there exceeded the 
mm selling at lower prices, 
ixports ( f vheat c yuld hot ea ily be Lncreast dd by price COncessIoOnNs, 
Ca Ol (1) melasts ity of Import cle mand and ol supplic Ss from other 
po countries; (ii) aggressive sales systems of other exporting 
CS und (in) littl prospect, as far as most of the traditional 
hh mporting countries are concerned, of admission of large 
il I vheat mports at | wer prices \ price Wal micht cause 
) pt Ss to drop to the fe ed-price level, without bringing an 
Q on of exports large enough to compensat for the loss in price 
1 tl} und ith other interested countries might 
3 lement the pi it International Wheat Agreement. 
ly greater dependence on foreign markets should make 
xporting countries interested in such an understanding. 
ect could dispose of the exeess of a wheat crop over food 
exports Corn and other feed producers are likely to oppose 
specially if they, themselves, encounter marketing difficulties 
1K inder the feed-wheat price, slightly above the corn price sup- 
| | ( hi to eneeura vheat feedine outside the 
pal corn-feeding area, could reduce such opposition; but feeding 
) ties [Ol vheat wv ld then increase less. 
| 0 tte could p Obably | considerably expanded bv a 
rice system, especially because foreign production has tended 
sl vi prices de 
\1 yryie eott would be less affeeted by competition from svn- 
ly f it were sold at lower prices in the more vulnerable 
ne wiraus i} Is¢ hai et. 
| on control could be avoided for wheat only lf the n ultiple - 
ries em sulliciently encouraged sales for feed, and for cotton, 
ot set too high a floor under the “competitive” price and if 
( Conon actulvitv rel med high 
| ssors lor export Woul of course, have to be put in a position 
» obtain wheat or cotton at “export” prices (i. e., without having to 
\ processing tax or to buy domestic marketing certificates). 


LONG RANGE FARM PROGRAM 

wmotment wo ild hye ad) isted sO as to keep ( (36)"2 carrvovel 
ial to the “safety margin.”’ 

version of this plan would have « xports and sales for secondary 

se unregulated and unsupported. Another version would 

for some limitation on such sales and for some support of 


| } 1 


Hts in the primary domestic market would be secured only if 
is from a “fair”? price exceeded losses from smaller sales that 
result from maintaining such a price. Sales of wheat for food 
not shrink if the price were raised to 100 percent of parity 


thre price of cotton to such A level would. at least in the long 
}" ‘ ] 


domestic consumption of cotton, especially its industrial 











I hn though section 22 otas are ee ) ( ( ( oO! 
ttre mportation unae muitip pri Ss “ I ! 
proc sed form, would | \ to S to e same ! 
revardl } AavmMments l oot e of e S , p 
tl products 
V 
Sipps 1) ities ( ) = ) 
| = ~*) ~ 
; | 
*Li ll il ct rit ) I) ‘ 
UV GO 5 Woulk OV 
Is that tt ( oO! a cn 
LuUeS O DStal i 
, = ' } l CY 1 as i 
| 
| ary 0 \ { l 
( ) I ( ( sil 
nad LQ Se ( \ lon S 
D s belo } iowest {floor » I 
$ L CcOmbD.E ( { flexible supports 
I iri] oO t | ( ! rice Ss ‘ 
{ wl opal vit! iIrtifieatea niear y VT rt hy s 
DOCU Vialils Wi ,certl ace pla S ior pro export crops Sie iS 
wheat and cotton) micht be most effectir ! eo“ ine prod oO 
ot 
adjustments 
Prolonged, larg subsidization from Treasury rev ies 
. | ] ; + 
could give producers higher p init returns than the certificate 
7 i ‘“ 
plans but they would make farm income dependent on appropriations 
Drastic production restrictions mht be requ ltoreduce the pens 
to the taxpaver 
> | 0 i I N 
I IXED-VALI ( l I 
Vit ) COMM M ) 
D> =3 . 
i petit pil 
1) ] 1 
rroaqaucers WOuld ret I ( ( ( mar 
» l ‘ ' 4 , 
issue OL such certiiieates Would eg | he ¢ mated caol ( oO 
' } f . f F | } + ] hal 82 { 
sumption of wheat for food (abo MOU MUO) nel DV means Oo 
1 ’ 
these certificates. producers would be allo ‘ hares Ol & he 
' ’ 
production ba a : hy ) 
issue of certificates m= the atio th ! iormal pro ( 
l 4 l l ry } 
bears to the national produ ( i ile ) hes¢ C3 
1 1 
bushel 1 oO i pe eq al Lo he a Cre OELW hie ( erag 
- l 
price received DV arn Sint en ( i ( estil e¢ ‘ 
! 
price oO! the marketh eC: not to ¢ ( ( { c¢ ts v¢ 
1 
bushel 
9) Prac , ' ld} ] . ne tif 4 
Z rrocessors Would be required to irchase cert ca > eC 21 to 
43 ; 7. , ' rm ] { ; . 
the wheat equivalent of firs nies of fioul he value of the certiicate 
would be equal to and determined in the same manner as i wile 


of the marketn ge certiiicate issued to proaucers 
3 The economic effect ol allocating certificates to the produce! 
and re juiring processors to pure hase certificates would be the sam 


as that of n svstem uUSsSINnNg proa cel pavi iehts ] anced by il | rocessing 








110 LONG RANGE FARM PROGRAM 


tax to make up for the difference between market price and ‘fair’ 
price. 

(4) To determine this differential, the Government would have to 
estimate (a) total United States wheat production; (6) prospective 
demand in the domestic market for food; (¢) prospective demand and 
supply conditions in the secondary markets, i. e., the domestic market 
for feed, and the export market; and, (d) prospective average free- 
market wheat price during the forthcoming marketing year. 

These estimates would be made 45 days before the beginning of the 
marketing year. 

(5) A relatively low floor would be placed under all sales by means 
of aCCC loan. The minimum loan rate would be 60 percent of parity 
or the loan rate for corn, whichever is higher. 

(6) To assure producers of the full value of their certificates, the 
Department of Agriculture would stand ready to buy them at face 
value. 

2. Comments 


(a) Allotment of marketing certificates in terms of bushels of wheat 
(and pounds of cotton) to individual producers on a historic base 
would— 

(1) Give each of them an assurance of a “fair’’ price for the 
allotted quantity; 

(2) Result in a capitalization of the allotment benefits in favor 
of present owners and to the disadvantage of future buyers; 

(3) Tend to freeze production patterns up to the certificate 
allotments (unless farmers were assured of keeping their allot- 
ments even though they should temporarily produce something 
else 

1) By giving the farmer only the free market price for pro- 
duction in excess of his allotment, it would create an economic 
incentive for voluntary shifts of acreage from wheat and cotton 
to more advantageous uses. Producer groups who sell all their 
production in the primary domestic market may construe this 
system as cutting their share in this market in order te assure an 
equal share in the benefits from this market to producers who 
traditionally have sold in secondary markets. Yet present 
marketing quotas follow the same principle, and they do not 
allow any sales in excess of the quota. Moreover, in the absence 
of any price support, producers who lost foreign markets would 
immediately turn to the domestic market, and their sales would 
depress prices there. 

(b) Supply of the primary market.—Irrespective of the consumption 
estimate, processors could obtain as many certificates as required to 
cover their processing for domestic consumption. 

(c) The secondary markets.—For wheat, a CCC floor equal to or 
possibly moderately above the support price for corn could, in general, 
be maintained without the risk of large stock accumulations by CCC. 
Even at such price levels, exports would, except for crop failures 
abroad, continue to meet with sharp competition. Thus, wheat 
surpluses would have to be disposed of mainly in the feed market. 

For cotton, the floor should be low enough so as not to result in 
accumulation of large CCC stocks under conditions of a high level of 
world economic activity. A floor equal to 60 percent of parity might 
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fulfill this condition after some transition period. During this period, 
further stocks might accumulate in the hands of CCC because pro- 
duction in foreign countries would only gradually be adjusted to a 
lower level of prices in international trade. Moreover, other exporting 
countries which at present hold larger than usual stocks may press 
for liquidation of these stocks prior to and during the first few years 
of a multiple-price system for cotton in the United States. 

(d) Limit on certificate value-——Under present conditions, adding 
the maximum certificate value of 60 cents per bushel of wheat to the 
support price of corn ($1.60) would give producers for their allotment 
& minimum support price of $2.20 (or about the present support price 
for wheat), but not the parity price of $2.42. The minimum support 
level in the future would depend on whether the old parity were 
continued or replaced by the new parity (now about 15 percent 
lower than the old) and on the future level of the support price for 
corn. 

(e) Risk of errors—Advance determination of certificate values 
will involve the risk of errors, such as too high or too low estimates of 
our own crop, of the crops of other countries (some of which are 
harvested later than ours), of import needs of foreign countries (which 
tend to fluctuate considerably) and, insofar as cotton is concerned, 
also of United States consumption. 

Such risks would, of course, be minor during periods of persistent 
surplus when free-market prices would tend to be at about the sup- 
port price (say 60 percent of parity). Producer income in a marketing 
year could, however, be substantially affected if the advance estimate 
were made in the expectation of relatively short supplies and, there- 
fore, the certificate values were set low, but subsequently supplies 
turned out to be much larger and market prices dropped. ‘The 
reverse type of error would adversely affect the position of consumers 

(f) Rigidities—If market prices should increase sharply during a 
marketing year, the price of the commodity, including the certificate 
value, might be substantially below the ‘fair’ price at the beginning 
of such a vear and substantially above at the end of the year. The 
reverse might happen if market prices should decline sharply during 
a marketing year. 

Moreover, the certificate value might change considerably from the 
last day of one marketing year to the first day of the next marketing 
year. The result might be that, as soon as such change became 
known, a tendency would develop for old-crop prices to rise or fall 
correspondingly. 

II THE BLENDED-PRICE PLAN 


1. Principal provisions 

(1) Prior to the beginning of each marketing year, the Government 
would have to make the same estimates as required under the previous 
plan. 

(2) On the basis of such estimates, the Government would deter- 
mine the differential between the average free-market price of wheat 
(reduced to the farm level) and the parity price. 

(3) The first buyer of wheat would have to obtain a marketing cer- 
tificate from the United States Treasury. For this certificate, he 
would pay an amount equal to the differential. In effect, this would 
be a purchase tax, 
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free-market price and the “fair” price. In the case of wheat, the 
60-cent maximum of the previous plan might be substantially ex- 
ceeded, at least under the old parity formula. 

(d) Risks of errors and rigiditic Ss. In these respects, the situation 
would be substantially the same as under the previous plan. 


rut PLU CATING-VAI KE CERTIFICATI PLANS 


F. Prine ipal pro “SIONS 

(1) ‘‘Domestic marketing certificates’? without a value tag wouk 
entitle the holder to sell a certified quantity for primary use at home. 

(2) Each producer would share in these e tific ates In proportion 
to his proven marketings in a previous period, say the ~ 3 years. 

(3) The certificates would become freely transferable in the hands 
of the first buver from the producer or from the CCC 

(4) No tax would be levied, and no payments would be made to 
producers by the Government. Instead, producers would be assured 
of a “fair” price in the primary market (90 percent of parity under 
one version and 100 percent under others) by means of special CCC 
loans. For these loans an equivalent amount of certificates would 
have to be pledged together with the commodity 

(5) One version would provide a floor under sales for exports or 
secondary use, and it would limit such sales quantitatively. Other 
versions would do neither. 

(6) Since there would be no tax rate and no payment to fix, no 
advance estimates of price trends would be needed. 

(7) A market would probably develop for these certificates, ip 
— they would sell at about the difference between the “fair” price 
and the free-market price of the commodity 
2. Comments 

(a) Allotments.—In this respect the situation would be the same as 
under the “fixed-value’’ plan 

(b Supply of primary market and CCC « perations there The risk 
of an artificial scarcity due to too low a consumption estims ite could 
be avoided by adding a “safety margin’ to this estimate. This 
vould not de ‘press the price in the primary market below the support 
price as long as CCC stood ready to absorb any excess of the allotted 
supply over consumption requirements. 

In the first year, supplies for the “safety margin” might be drawn 
from CCC stocks accumulated under the present support program 
In subsequent years, consumption estimates would be adjusted as 
needed to prevent CCC reserves for the primary market from increas- 
ing beyond or dropping below the “safety margin.”” Thus any 
“surplus” accumulation would be prevented 

The “‘safety margin’’ for the primary market could be relatively 
small for wheat, where consumption (for food) is stable, but it would 
have to be larger for cotton, where consumption fluctuates con- 
siderably. 

(Cc) P rice floor under secondar y markets. If ho f} oor were esté ab lishe d 
the problems would be similar to those encountered under the blended- 
price plan. If a price floor were established, the prob lems would be 
the same as under the fixed-value plan 

A quantitative limit on exports, or on sales in secondary markets in 
general, would facilitate support operations for such markets. If 
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some domestic consumption were excluded from the primary market, 
the amount of the commodity covered by certificates issued to growers 
would be correspondingly smaller. 

Desirably, such a limitation should be adjustable with changing con- 
ditions and, if needed, on the basis of international arrangements 
designed to maintain fair competition in international trade. 

For wheat, such a limitation might be confined to the export market. 
For cotton, it might apply to all sales in secondary markets without 
differentiation 

(d) Trading in the commodity.—Trading in the commodity itself 
would be free and without Government interference. Processors, 
exporters, and secondary domestic users could choose the qualities 
they wanted. 

(e) Trading in “domestic marketing ce rtificates.’’—If the marketing 
certificates had no value tag and were freely transferable, a market 
would develop in which processors would buy the amount of certifi- 
cates needed to cover their processing for domestic use. The price of 
the certificates would tend to be the difference between the “fair’’ 
price and the free-market price of the commodity. 

(f) Role of the Government—Under this system, the role of the 
Government would be confined to issuing the certificates, allotting 
them to the producers, exchanging larger against smaller denomina- 
tions of the certificates, and controlling acquisition of the required 
amount of certificates by the processors. 

(q) No risk of errors, no rigidities.—Since there would be no tax 
levied, and no payments would be made, no advance estimate of price 
trends would be needed. Thus there would be no risk of errors in 
such estimates nor any of the rigidities encountered if tax and payment 


rates are fixed and adjusted annually. ggg@ eareee ot 
C, PRINCIPAL PROBLEMS OF A MULTIPLE PRICE SYSTEM 


Some of the problems encountered by a multiple price system are 
analyzed in more detail in the following: 


I. THE PRIMARY DOMESTIC MARKET 


1. Level of price support in this market 

As noted earlier, the principal objective of the certificate plans 
with regard to the primary market is the maintenance there of a 
fair price. 

Practically all proposals determine the fair price as a percentage of 
parity (usually 90 or 100 percent). 

Raising the support level from 90 to 100 percent of parity might 
meet with adverse consumer reaction if such action were taken In a 
surplus situation and in conjunction with a lowering of the export 
price. If the price in the primary domestic market were maintained 
at the present 90 percent level, less consumer objection to a multiple 
price system would probably be encountered. 

Raising the support price to 100 percent of parity would give pro- 
ducers some compensation for the income losses that would result 
under a multiple price system from the lower priced sales in the 
secondary markets. 

For wheat, the domestic food demand would remain about the same 
whether the price of wheat were allowed to drop, say, to 75 percent 
of parity or raised to 100 percent. 
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Cotton, however, is exposed to price competition from other prod- 
ucts, especially rayon. The degree of this competition varies con- 
siderably among the various uses of cotton. At least insofar as indus- 
trial uses are concerned, some actual or potential demand would 
probably be lost, in the long run, if the price were raised to 100 percent 
of parity. 

Moreover, there is no definite borderline between primary and 
secondary uses of cotton, as there is between food use and feed use of 
wheat. If the support price for cotton in the primary market were 
raised to 100 percent of parity, need might arise to allocate to the 
secondary market certain industrial uses which, at a 90 percent level, 
could be maintained in the primary market without substantial losses 
of demand. 


2. Fairness to consumers 


As long as a commodity was in surplus supply and the multiple 
price system kept prices in the primary market above those in see- 
ondary markets, fairness would, from a consumer viewpoint, require that 
the certificate plans operate so as not to raise the price in the primary 
market above the fair level 


3. No ceiling 

Although the certificate plans should avoid raising the price in 
the primary market above a certain level in a surplus situation, 
nothing in plans under discussion here would prevent the prices, 
both in the primary and the secondary markets, from rising above 
that level in response to changes in the overall supply and demand 
situation. 


4. Com modity Credit Corporation ope rations 


One of the fluctuating-value plans would support the price in the 
primary market by means of CCC loans at 90 percent of parity. 
Effectiveness of such support would, of course, depend on the ability 
to obtain storage facilities, as under the present system. This 
should be a lesser problem, however, for the limited quantities al- 
lotted for the primary domestic market under a multiple price system. 
Moreover, to the extent to which the multiple price system sue- 
ceeded in moving surpluses, the storage problem would be eased 

Under the fixed-value plan, one loan level (at about 60 percent of 
parity) would be in effect for all markets. Here, too, the effectiveness 
of the floor would depend on obtaining storage. No floor would be 
provided, and no problems of maintaining the floor would arise under 
the blended-price plan. 

5. Supply regulation for the primary market 

Consumption estimates could be fairly accurate in the case of 
wheat, but problems of over- or under-estimates of consumption 
would aries in the case of cotton. In this connection, it may be 
noted that consumption estimates for sugar thus far have had to be 
corrected several times within each marketing year. 

Under the fixed-value and blended-price plans, market supplies 
would not be affected by over- or under-estimates of consumption. 
Adjustments in the producer benefits could be made in the following 
year. 
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6. Provision for a safety margin under the fluctuating-value plan 

Under this plan, supplies in the primary market would be limited 
to the amount for which certificates were issued. The risk of an 
artificial scarcity as a result of an underestimate could, for all practical 
purposes, be eliminated by adding a safety margin to the consump- 
tion estimate. This could be done without impairing the effectiveness 
of the system because any excess certificates and the corresponding 
amount of physical stocks would acerue to CCC. By means of the 
CCC operations, the fluetuating-value plan could effectively prevent 
excessive price rises above as well as }erice drops below the support 
level in the primary market 

Initially, some of the CCC stocks acquired prior to the start of 
the multiple price system could be used as a basis for issuing safety- 
Margin certiicates 


> y 


disks of systems in olving fired certificate values 

Systems such as the fixed-value and blended-price plans would 
annually, in advance, fix the value of the certificates for an entire 
marketing year 

In doing this they would eneounter the risk of errors in estimates 
and of substantial deviations of the price (after tax payment) in the 
primary market These implications have already been discussed 
Above 

No problems of this kind would be encountered under the fluctuat- 


Ine value plan 


I I { I 

Nv pe and sXe ti) q of the pi Ale in 
The two price proposals of the 1920's sprang from the belief that 
the world market was so large that anv excess of United States pro- 


duction over domestic demand would have no difficulty in finding 
foreign markets if it were sold there at competitive prices. 

Since then, experience has demonstrated that there are limits to 
the possibility of expanding exports. These limits result from such 
factors as rigidities in foreign demand, limitations on imports imposed 
by deficit countries, and efforts of other exporting countries to main- 
tain their foreign markets, even at substantially reduced prices. 


resent, Importance must also be attached to the need to main- 


tall i ly relations and = clos cononie cooperation among the 
rf ti reo world 
A hitiicte f multiple price | las fowdal l the erport nia ket 
Krom the \ wpoint of their attitude toward the export market, 
( multipl price Jans ean be classi ied into two groups 
Plans that would foree any excess over domestic consumption 
ito the export Market at anv price, and 
2) Plans that would provide a floor (say 60 percent of parity 
nder the price in the export market and the secondary domestic 
market, possibly combined with quantitative limitations on sales 
ther: 


The problem of gains in secondary markets 

Selling at lower prices for exports (and for secondary uses at home 
will benefit producers only up to a certain point; bevond such point, 
it will, however, result in a reduetion, first, of net returns and, ulti- 





re 


LONG RANGE FARM PROGRAM 117 


lo illustrate this, suppose that the demand for a commodity in the 
export market would allow the market to expand as follows: 


In this example, the gross return would be maximized by permitting 
the price to drop from 100 to 78 cents If it were allowed to drop 
lower, any further expansion in the quantity of exports would be 
achieved only at the cost of a lower gross return 

Even at an earlier point, net returns may be reduced, however. Hf, 
for example, alternative uses of the resources should yield the marginal 
producer 80 cents, a price cut to 78 cents would not be beneficial to 
him, even though it would increase gross returns 

For cotton, prospects exist for gradually regaining much of the 
recently lost export market by means of lowe! export prices This 
expectation rests largely upon the experience that production in othe 
exporting countries has shown a tendency to contract in response to 


declining prices. Further shifts abroad out of cotton in response to 
lower prices may be facilitated by possibilities of increase land use 
for food, for which internal demand is growing in some cotton exporting 
countries 

For wheat the prospect 1s less cood Import demand is inelastic 


as a result of programs in most deficit countries that are designed to 
maintain a certaim level of grain production there irrespective of 
the price in international trade. Production in the other principal 
exporting countries (Canada, Australia, and Argentina) has, in the 
past, not shown any substantial response to declining United States 
prices, 

ic ternati ynal implications Of “competitree pricing / l ni ed States 

export products 

The international implications of ‘‘competitive’” pricing of United 
States wheat and cotton for export under the certificate plans can 
be grouped into five categories: (a) Problems of fairness; (6) risks of 
countermeasures by importing countries; (¢) risks of countermeasures 
by exporting countries; (d) special United States problems regarding 
wheat; (e) problems of avoiding a price wat 

a) Problems of fairness. 

i) Selling at “the world market price’: It is frequently suggested 
that there would be no need to weigh the impact ol a m iltiple-price 
system on international trade, as long as we do not sell for export t 
less than “the world market price.”’ 

This is an oversimplification. 

The ‘world market price,’’ just as any domestic market price, 1s 
the result of a given supply and demand situation; and, in the case of 
wheat and cotton, the United States 1s so important a supplier that 
anv change in the volume of United States exports or the conditions 
of sale has a very definite bearing on prices in international trade 
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(ii) The “umbrella” effect of present United States price supports: 
From an international viewpoint, it is, however, important to bear 
in mind that, as a result of the “umbrella” effect of these supports, 
undue benefits have accrued to producers in other exporting countries. 
Under our “umbrella,” other exporting countries have been able to 
maintain and expand their exports simply by shading our supported 
prices 

It is also important to note that the “umbrella” effect of our price 
supports has forced importing countries to pay, not only for United 
States wheat and cotton but also for wheat and cotton from other 
areas, prices which those countries consider onerous in view of the 
present world market situation. Resentment has been particularly 
great in countries with a tight balance-of-payments situation. This 
resentment was evident during the recent Wheat Agreement nego- 
tiations 

iii) Significance of the differential between ‘fair’? domestic and 
“lower” export prices: It is probable that the allotment certificate 
plans (the ‘‘fixed-value’”’ and ‘‘fluctuating-value”’ plans referred to 
previously) for wheat and cotton would not result in larger United 
States exports or lower United States export prices than would prevail 
in the absence of any Government programs for wheat and cotton, 
or any other crop competing for the same acreage. 

The reasons for this are as follows: 

(a) The ‘fair’ price in the primary domestic market would essen- 
tially be a premium price compared with the prospective level of 
market prices, if there were free competition and no Government 
programs. 

(6) Allotment certificate plans would create some incentive to a 
downward adjustment of production. 

i) In the case of wheat, the resulting crops are unlikely to be 
larger than they would be in the absence of any price support. 

(ii) In the case of cotton, the production shifts would depend 
on the relative prices for competing crops. 

If price supports continued for such crops, shifts away from 
wheat and cotton would probably be at least as large under the 
allotment certificate plans as with price support across the board. 

(ec) United States consumption is unlikely to be reduced by a 
multiple-price system. There would be no decline in primary con- 
sumption of wheat and such decline as might occur in cotton might 
be offset by increased sales in the secondary domestic market. 

b. The risk of countermeasures of importing countries. Many im- 
porting countries have laws providing for countervailing or anti- 
dumping duties. They, as well as we, can apply such duties under 
international trade agreements and treaties. 

The experience has, however, been that countries often abstain 
from the levying of such duties. Sometimes, they even welcome the 
lower import prices. Also, countervailing or antidumping duties 
against the United States alone would not be effective, as long as 
other exporting countries sell at prices competitive with United 
States export prices. Moreover, most importing countries already 
have other and more effective means of protecting their producers 
(such as state-trading monopolies and direct trade controls) in opera- 
tion. How much retaliation there would be cannot be foreseen. 
The establishment of a free grain market in the United Kingdom 
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might cause that country to protect its grain producers in some form. 
Action on the part of the United Kingdom would primarily affect 
Canada, which has a multiple-price system already in operation and 
is the principal supplier of the United Kingdom. 

In the case of cotton, importing countries that are exporters of 
cotton textiles might be deterred from levying countervailing duties 
by the fact that the resulting increase in the costs of cotton to their 
manufacturers might adversely affect the latters’ position in interna- 
tional trade. 

c. Countermeasures of other exporting countries.—As regards other 
exporting countries, multiple-price systems of the United States are 
likely to meet with unfriendly reactions, irrespective of their justifi- 
cation. Some of the wheat and cotton exporting countries already 
have multiple-price systems in effect, e. g., Canada for wheat and 
Brazil for cotton. They are likely to use these systems more aggres- 
sively if the United States should adopt a multiple-price system. 

Other exporting countries might use currency m: inipulations, such 
as multiple exchange rates, to improve the competitive position of 
their products. Still others might change their tax system for the 
same purpose. 

Insofar as cotton is concerned, the possibility of production shifts 
to food, as well as financial considerations of the various countries, 
might operate to limit the scope and intensity of such countermeasures 
and, thus, the risk of a price war. 

In the case of wheat, however, there appears to be a real risk of a 
price war. This is so not only because of the inelasticity of export 
supplies and import demand but also because all principal wheat- 
exporting countries except the United States employ monopoly export 
systems that enable them to manage their export prices. 

When in 1952-53 the world market picture changed, these countries, 
through such price management, maintained or even expanded their 
exports of wheat despite the shrinkage in world import demand. Even 
Canada, a dollar country, expanded her exports of nonagreement wheat 
in that year to about 1% times as much as in the preceding year. 

(d) Special United States problems regarding wheat. The United 
States, on the other hand, saw her nonagreement exports decline from 
about 225 to about 65 million bushels. 

Despite shrinkage of her nonagreement market, the United States 
has, however, retained a total export market of about 315 million 
bushels for wheat in 1952-53, and she may be able to export about 
260 million bushels in 1953-54 (based on the outlook as seen in July 
1, 1953.) 

For exports under the International Wheat Agreement (about 250 
million bushels? in the last marketing year) the United States has in 
the past been able to realize the maximum agreement price ($1.80 
under the old agreement) and the domestic price on nonagreement 
wheat 

The United States’ willingness to limit export subsidization to 
agreement wheat and to limit it for such wheat in general to the 
difference between the agreement price and the domestic United States 
price, has been the most important price-maintaining factor in the 
world market in the present surplus situation. 





2 Because of the United Kingdom’s not joining the new agreement our share in this agreement (not yet 
determined as of July 1953) will be substantially below 250 million bushels. 
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\ny unilateral change in United States policies regarding wheat 
export prices might result in a sharp decline of wheat prices in inter- 
national trade 

e) Preventing a price war The foregoing considerations are not 
intended to minimize the need for a change in our wheat policy so as 
to be able to deal with the shading of United States prices by other 
exporters. [t is, however, concluded that it would be in the interest 
of wheat growers in the United States, as well as that of wheat growers 
n othe exporting countries, to prevent a price war Imoporting 
countries should share in this interest because of their own producers 
of the same or competing products, and because of adverse secondary 
effects of a price war in wheat on the market for manufactures 

A change in United States export policies regarding wheat, and 
regarding cotton as well, should therefore be accompanied by a 
declaration of our willingness to participate in an international 
arrangement that would keep competition in wheat and cotton trade 
within fair limits 

Such willingness should be made known to other interested countries 
before the new export policy became operative. If the United States 
were to maintain fair prices in the primary domestic markets and to 
sell at competitive prices in the export markets, a full statement of 
the reasons for such a system of price support should be made to all 
interested countries and they should be invited to consult with us 

On the other hand, it may be noted that the United States would 
be ina much better bargaining position if she negotiated on the basis 
of a multiple-price system with a competitive export price than she 
is at present, when she cannot effectively compete pricewise in the 
international markets for wheat and cotton and as a result, has seen 
her shares in these markets sharply reduced 


II! rt CONDARY IOMI rie M 


( 


petitive p ble 
The problems of a secondary domestic market differ greatly for 


Wheat and cotton 


Wheat could find a relatively large secondary mark in the United 
States if it were sold for feed at competitive prices It then would 
howeve! compete with other « rOops 

Growers of cash corn and other feed grains micht resent this, espe- 
cially if they also should have marketing diffies {ti 5 However, as long 


as feed crams other than corn were not subj ect to acreag control, the 
alternative to competitive selling of wheat for feed would be acreage 
. { ile f{ heat \ t| hy . ult that } of th ‘ reage f * | + 
controls tor whea With the result that Much Ot we acreage forced out 


of wheat would vO into feed Yraiis These shifts vould also add Lo 
competition fou present feed grain growers See the study on Alter- 
hative Ways of Di aling With Diverted Acre 

The competitive position of feed wheat in relation to other feeds 
varies greatly by regions. For example, the Pacific Northwest is an 


area where feeding of wheat might be expanded without seriously 
affecting the market for other feeds There, feed wheat could be sold 
at a higher price than in the cor producing areas. 

In general, it may be concluded that provisions for wheat sales for 
feed under a multiple-price system would be less objectionable from 
the viewpoint of other grain producers, if the floor under the feed 





LONG RANGE FARM PROGRAM 121 
wheat price were set equal to or somewhat higher than the support 
prices for feed grains. This point needs more thorough study than 
has vet been possible 

Cotton could only find a limited secondary domestic market. 
There, it would compete with industrial produets which have been 
eutting into old. established cotton markets. The lower price would 
hold more of current industrial uses than would be held otherwise, 
but would probably not regain substantial portions of markets already 
lost 
2. Control probl ms 

Separation of a primary and a secondary market in the United 
States for wheat or cotton might create control problems so as to 
prevent supplies from the latter from flowing into the former. 

It would appear that these problems would be easier to solve if the 
system relied on the acquisition of certificates by the processors for 
domestic use and the filing of these certificates with the Government. 
Then, actual trade in the commodity could flow freely, would be 
effectuated at one price. and would not need to be controlled. 


I\ IMPORTS AND A MI rIPLE-PRICI } EM 


1. Imports for primary uses 

By maintaining prices for the primary domestic uses higher than in 
international trade, a multiple-price svstem tends to stimulate imports, 
over and above the amount that would find a market there in the 
absence of price support 

If freely admitted, such imports could impair the effectiveness of a 
multiple-price system, just as they have tended to impair the effec- 
tiveness of uniform price supports at levels higher than in interna- 
tional trade. Insofar as raw cotton, wheat for human consumption, 
and flour are concerned, the import quotas imposed under section 22 
will prevent such an effect. 

Irrespective of such quotas, it would appear appropriate to subject 
imports of wheat and cotton, both in raw and in processed form, to 
the same requirements as the domestic products. 

For products imported in raw form, this would mean that they could 
be processed for domestic use only upon acquisition by the processor 
of an equivalent quantity of certificates, which in turn would involve 
either payment of the processing tax or, under the ‘‘fluctuating-value” 
plans, buving certificates and paying for them an amount about equal 
to the differential between the fair price and the free-market price. 

For products imported in processed form, certificates would have to 
be acquired at the time of entry into the United States customs 
territory. 

&. Imports for Sé condary Uses 

The certificate plans would not stimulate imports for secondary uses 
as do the present programs. Imports of feed wheat might, in fact, 
be discouraged by selling United States wheat for feed at competitive 
prices. 

The incentive to import wheat as “unfit for human consumption” 
and subsequently diverting it to milling (an incentive which exists 
under our present price-support and export-subsidy systems) would 
be eliminated under a multiple-price system. 


442366—5H4 9 
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V. PRODUCER BENEFITS, PRODUCTION ADJUSTMENTS, AND PRODUCTION CONTROL 


1. Be nefit distribution and adjustment effects 

Two methods have been suggested for the distribution of the benefits 
of a multiple-price system among producers; namely, (i) distribution 
by means of allotted shares in the primary market, and (ii) distribu- 
tion of average returns from all sales (those in the primary and those 
in the secondary markets); 1. e., a blended price. 

(a) Allotment of shares in the primary market.—Most multiple-price 
systems would allot to each produce r a share in the primary domestic 
market on a historical production basis. ‘This share would be ex- 
pressed in units of his product (e. g., bushels of wheat or pounds of 
cotton) rather than in a number of acres. 

Up to his allotted share, each producer would benefit from the fair 
price. For any quantity, small or large, that he produced beyond 
such share, be would receive only the competitive price. 

The average return of the individual producer (if he chose to think 
in this fashion) would vary, depending on how much more than his 
allotted share he produced. If, for example, the fair price were main- 
tained at 90 percent of parity, but the price in the secondary markets 
dropped to 60 percent of parity, a producer not exceeding his allotted 


share would receive 90 percent of parity. Another producer, who 
produced one and a half times his allotted share, would, on an average, 
receive 80 percent. A third producer who produced twice his allotted 


share would receive 75 percent. But in each case he would receive 90 
percent of parity on his allotment and a lower price on the excess. 

(b) Blending price s in the primary and. the secondary markets.—The 
blended price plan would use the second method mentioned above. 
It would secure blended per unit returns to all producers, irrespective 
of the relationship of their current production to production in previ- 
ous years. In addition to the competitive price, which they would 
obtain in the market, they would receive a supplementary payment 
per bushel. If, for example, the parity differential applicable for do- 
mestic food use amounted to 80 cents per bushel of wheat and yielded 
$400 million (on the basis of a food consumption of wheat of 500 mil- 
lion bushels) and the total crop amounted to 1,200 million bushels, 
each farmer would receive 33 cents per bushel on all of his wheat 
Assuming a free-market price of $1.62, the total return per unit, or 
blended price, would be $1.95. This would be a “one price system” 
to the individual producer. 

Advantage s and disadvantage s of these two methods. Giving each 
producer the same blended price, irrespective of the size of his crop, 
would avoid freezing of production patterns. Yet, a blended price 
system would probably provide less of an incentive to downward ad- 
justments of total production than the domestic allotment method, 
under which the producer would receive only the low price of a sec- 
ondary market (or, say, a loan of 60 percent of parity) for whatever 
he produced in excess of his allotment. 

Adjustment would tend to be greater in areas where there are ample 
opportunities for alternative land use than in areas more or less de- 
pending on one crop or confronted with a surplus situation also with 
respect to other crops. 

Adjustment opportunities will, furthermore, be greater in a period 
of high levels of economic activity in the United States and of inter- 
national trade than in a period of recession. 
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On the whole, adjustment prospects appear to be better for cotton 
than for wheat. 

(d) Capitalization of benefits —The allotment system would have the 
disadvantage that the benefits from the higher price for the allotment 
would tend to be capitalized in the sale of the farm. 

2. Production control 

A multiple-price system should reduce the need for production con- 
trol in two ways: 

(a) By the incentive to downward production adjustments that 
it would provide, and 

(b) By the widening of secondary markets that would be 
achieved. , 

As concerns wheat, production controls co ud pl ‘ob ably be ave vided 
only if any excess of the domestic crop over lomestic food req lire- 
ments, seed use, and exports could be moved into feed. This would 
presuppose feed wheat prices above the applicable support level a good 
deal of the time. 

For cotton, the short-run prospect will largely depend on the overall 
level of economic activity in the United States and abroad. As long 
as this level is high, and especially if further progress is made in the 
development of underdeveloped countries, a multiple-price system 
could probably be operated without production controls, even if it 
set a 60-percent floor under export prices. In a prolonged general 
rece ‘ssion, production controls might become rh cessary, howev« r, even 
under a multiple-price system. The long-run prospect will depend on 
what changes in production techniques and costs may occur. 

Transitory production controls may be needed if a multiple-price 
system should be put into operation at a time when large surplus 
stocks have been accumulated. 

Equitableness of a multiple-price system 

The importance of the domestic and the foreign markets, both for 
wheat and cotton producers, varies greatly from region to region. 

Naturally, the producers ws because of location or variety, sell 
most or all of their production at home have a less direct interest in 
the maintenance of export markets. Some of them, therefore, may 
resent a multiple-price svstem that would make them share in the 
burden of maintaining large export markets. Such resentment is 
likely to be encountered, irrespective of the type of certificate plan 
used. 

In considering this problem, it must be borne in mind that those 
who, in the past, have exported their wheat or cotton have helped to 
maintain the domestic market for the producers who sold at home, 
and that those who, in the past, exported can and will sell at home if 
they lose their foreign markets or find them less profitable than the 
domestic market. 

ee of excess production to exports or other secondary outlets 

, therefore, a common interest of all producers. It is recognized as 
such in the present support program by providing for nationwide cuts 
in acreage or marketing quotas—even though, in the case of wheat 
and cotton, the surplus accumulations have been due primarily to a 
sudden shrinkage of the export market. 

Certain equity considerations, which apply to acreage cuts under 
the present program, could find a place also in a domestic allotment 
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plan \ blended price system would not allow for such equity con- 


hmerations 


VI. COMPARISON WITH OTHER PRICI UPPORT PROGRAMS 


Uniform h rh-level supports make necessary substantial produec- 
on restrictions, if surpluses accumulate With the disappearance 
of emergency demands abroad and the rebuilding and expansion of 
forereD production the prospect 1s for a recurrent need for such re- 
strictions, unless there should be widespread crop failures or an un- 
expected upsurge of demand, e. @&., because of a new international 


? 


(\s pointed out above. a multiple price system could eliminate or 
evreatly reduce the need for compulsory production restrictions for 
vheat and, should economie activity remain high, probablv also for 


cotton; and it would operate to ierease sates in the export market 


and as condar\ qaomestic market su ‘h sal S increase Would, how- 
ever, be at th cost of lowe priees in thes markets 
Ifa shift to a mult ple price svstem were accompanied by a@ raising 


of the support level in the primarv market to 100 pereent of parity 
without substantial losses in sales volume there, this would, of course, 
increase the benefits from such a system. The prospect for this is, 
as noted above, better for wheat than for cotton 

The most important difference is that the burden of a certificate 
plan on the Federal Treasury would be substantially smaller than 
that of the present support program 

ZL Flexible-price supports would give producers lower returns in 
the prumary domestic market than would maintenance of a high price 
in this market by means of a multiple-price system. In the case of 
wheat, such price maintenance could, as pointed out above. be 
achieved without anv loss of sales in this market. For cotton, how- 
ever, the prospect is that, m the long run, maintenance of a high 
price would be accompanied by a loss of sales (especially for industrial 
use) which might be avoided under flexible price supports 

In secondary markets, sales could be more aggressively expanded 
under a multiple-price svstem than under flexible supports, but 
probably only at the cost of lowering prices in these markets below 
the minimum floor of a flexible-support system. 

The risk of a price war (as a result of a change by the United States 
to a multiple-price S\ stem would be avoided by flexible supports. 
On the other hand, shading the United States price by other exporting 
countries would be easier in the case of flexible supports than in that 
of a multiple-price system. 

A combination of flexible supports for commodities that rely 
primarily on the domestic market (such as feed grains) with multiple- 
price systems for prominent export crops (such as wheat and cotton) 
might be most effective im securing production adjustments. 

3. Export subsidies, financed out of tariff or general Treasury 
revenues could, of course, give producers higher per unit returns than 
the certificate plans. Limited export-subsidy programs are currently 
in operation.* It is unlikely, however, that really, large-scale sub- 





‘TY! 
i r set 4 4 le fr tariff revenues; 
1) il, bel , of CCC cks in fore irkets, or for special uses at home; and 
Export subsidy payments in fulfillment of the International Wheat Agreement, 
The first of three progra financed from tariff rever e latter two are financed from general 


Treasury revenues 
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sidization would be acceptable to the American people, except possibly 
as a short-term emergency measure in a serious depression. More- 
over, they would make farm income dependent on appropriations. 

Export subsidies financed by ; tax on farm sales, or some similar 
internal tax, would essentially be another form of a self-supporting 
multiple-price system. 

Any export subsidy system, irrespective of the way in which it is 
financed, would create more difficulties internationally than a system 
that allocated shares in the primary market and gave the mdividual 
producer only the export price for whatever quantity he prod ced for 
export 


2. PROBLEMS OF A MULTIPLE-PRICE PLAN FOR RICE 
I. SUMMARY AND CON IONS 


1. As distinct from wheat and cotton, world demand for rice has 
remained strong. The United States stil oo 1953) has 
export allocations in effect that were impose di septe ‘mber 1952 to 
meet the acute scarcity situation that deve femal ane the impact of 
the Korean war. 

There are indications of an easing of the world rice situation. 
World exportable supplies, however, still amount to only about 55 
percent of their prewar volume. Import needs, on the other hand, 
have remained large, despite some shift to wheat. Yet, at prevailing 
prices, lack of internal buying power and | ac k of foreien exchange in 
many countries prevent a conside ings part of this need from becoming 
effective demand. Import demand is likely to increase if rice should 
be offered at lower prices in the world market. 

3. The market for United States rice consists of: 

(a) The domestic market, where demand has not shown any 
significant response to price; 

b) The Cuban market, where United States rice enjoys a 
preferential position, accounting for more than 95 percent of that 
country ’s rice imports, and where governments al policy aims Lo 
maintain rice prices high enough to maintain and expand indige- 
nous rice production; and 

(c) The nonpreferential world marl et, of which the United 
States supplied less than 1 percent before the war but as much as 
12 percent in 1952, and where, once supply conditions have im 
proved, the United States could maintain large exports only at 
competitive prices. 

There appears to be no immediate need for a change in the 
United States support program for rice. It seems desirable, however, 
that the United States stand ready to offer rice at competitive prices 
in the nonpreferential world market, once prices there should sub- 
stantially weaken. 

5. A multiple- price system would appear to be the most effective 
method of marketing rice on a self-supporting basis. To be effective 
without burdensome transitional measures, such a system would 
have to be put into operation before excessive stocks have accumulated 
in CCC hands. 

A multiple- price system for rice should treat both the domestic 
and the Cuban market as part of the primary market, but should not 
maintain prices there above 90 percent of parity. And it should 
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enable the sale, at competitive prices in the nonpreferential world 
market, of any rice United States producers want to produce at such 
prices, 

7. Adverse foreign repercussions to a multiple-price system for 
rice might be encountered, especially in a critical area of Asia. If 
the United States should adopt such a system, it should stand ready 
to consult with interested countries regarding maintenance of fair 
competition 1n the world rice market. 


Il. THE RICE SITUATION 


Po Expansion of United States rice production 

Production of rice in the United States has increased from less than 
11 million hundredweight of rough rice prior to World War I to 50.6 
million hundredweight of rouch rice in 1953. It increased during 
World War I, and rose to about 23 million hundredweight in 1920. 
In succeeding years, it declined to less than 15 million hundredweight; 
then it fluctuated between these two levels until 1936, when an up- 
ward trend began. With the exception of 1950, when acreage allot- 
ments were in effect, it has increased each year since. 

In 1953 both the acreage seeded to rice in the United States (2.2 
million acres) and the production (50.6 million hundredweight) reached 
alltime records. The increase in United States production is not 
very significant in relation to world production, since the United 
States still produces only 1.4 percent of the world total. 

During its period of expansion, United States rice production has 
demonstrated considerable response to price increases. Experience 
seems also to suggest that production would tend to contract if prices 
should decline. The extent of such contraction will, of course, depend 
on the extent of the price decline and the opportunities for alternative 
land use that would exist at such a time. 


2. Domestic consumption 

Domestic consumption of rice has increased substantially from about 
16 million hundredweight of rough rice, prior to World War I, to about 
25 million hundredweight during the past year. However, this 
increase is accounted for largely by a rise in population rather than an 
increase in per capita consumption. 

3. United States rice exports 

Between World War I and the marketing year 1937-38, United 
States rice exports fluctuated considerably, and Europe was our 
principal market. Then Cuba gave United States rice a strong 
preferential position in her rice market and became our most important 
and most dependable market. 

Total United States exports of rice have increased from less than 1 
million hundredweight prior to World War I to approximately 25 
million hundredweight at present, with the largest increases occurring 
in the vears following World War IT. In 1952, these exports (includ- 
ing exports to Cuba) accounted for 16 percent of world exports, 
compared with about 1 percent in 1936-40. This is the result of a 
fivefold increase in United States exports and a sharp drop in world 
rice exports, which, in the calendar year 1952, amounted to only about 
55 percent of the pre-World War IT volume. 


LONG RANGE FARM PROGRAM 127 


In recent years, Cuba has taken an average of a bout one-third of our 
total rice exports, but may now bi expec ted to take slightly less than 
one-third of our exportab le supplies, based on current leve ls of produc- 
tion, with the major poruon of the balance being disposed of to the 
rice-deficit countries in the Far East Di ring and following World 
War II, while exports from the Far East rice bowl countries were 
drastically reduced, the United States shipped large quantities of rice 
to the Far East, with Japan finally emerging as our largest customer 


in that area. Assuming that a serious worsening of its dollar position 
is avoided, Japan seems to offer the best prospects in the near future 
for a continuing outlet for United States rice in the Far East. 


In portance of the domestic. the Cuban. and the non-Cuban export 
market tor / nited States ) Ce 
Tables 1 and 2 give data on United States supplies and the import- 
ance of the three principal outlets for United States rice: the dome ‘stic 
and Cuban markets and the remainder of the world market, for the 
prewar and the postwar periods and a projection for 1953-54. 


The supply for 1953 ods fen well determined at this time. Items 
of domestic disappearance can also be fairly well estimated. However, 
exports are indefinite at ‘alee time If, as assumed in table 1, they 


should amount to 17.3 million hundredweight, milled rice equivalent, 
stocks on August 1, 1954, would be about 2 million hundredweight 
of rough rice, or slightly below the 5-year (1947-51) average. 

(a) The domestic market.—Of the three principal segments of the 
market for United States rice, the domestic market, in the past, 
showed little definite or consistent response to price changes. Thus, 
it appears that lowermg the sales price in this market under a flexible 
support program would not bring about a consumption expansion 
that would compensate producers for the income losses resulting from 
the price reduction. 

(b) The Cuban market.—The Cuban import market is for relatively 
high quality rice, and its requirements generally are comparable to 
those of the United States domestic rice market 

The position of United States - in the Cuban market has been 
enhanced by our close commercial relations with Cuba and by the 
preferential tariff treatment accor ded United States rice by Cuba. 
Although quantities exported to Cuba : ave fluctuated to some extent 
from year to vear, the general trend has been one of increasing exports. 
Cuba’s imports of United States rice now “ae 74; million hundred- 
weight, rough rice equivalent, per vear. They amount to 98 or 99 
percent of total rice imports by Cuba, as compared with a 10-year 
average of more than 90 percent 

Cuba is presently expanding her own —— of rice, using the 
protec ‘tion of the tarift pre ‘fe rence grante d Un ite | States rice and the 
United States rice price-support program abdhon ch it is not expected 
that increased Cuban production will result in any drastic or immedi- 
ate reduction in Cuban rice import requirements 

It appears that the Cuban import market for rice will continue to 
function much like an extension of the domestic tice market for some 
time in the future and that a lowering of the price for United States 
rice would not result in any greater exports to Cuba. It might, rather 
cause Cuba to raise the level of protection against United States rice 
and to curtail the margin of preference in our favor 
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(ce) The non-Cuban export market. Our exports to areas other than 
Cuba, particularly the Far East, have, in recent years, been encouraged 
and assisted to some extent by our foreign-aid programs. At present, 
domestic price-support levels for rice are competitive with world 
rice prices, and the United States rice trade is in a position to compete 
for export markets without the aid of special export programs or 
subsidies 

If future world rice supplies become more ample, the United States 
industry will have to sell its rice at competitive world prices, which 
Tey be lower than our support price under the present rice program 
In su hy competition, it may receive less assistance from. forelen-aid 
programs. Under these circumstances, the United States could lose 
much of its non-Cuban export market. 

Under flexible price supports, reauction of the United States price 
would help maintain our non-Cuban export market temporarily, 


but only until the pressure of supplies caused prices in the world rice 


market to drop below the minimum United States support level 
Ill, PRO! Ms OF A MULTIPLE-PRI¢ YSTEM FOR RICI 


a Di the rences in the market structure between rice, wheat, and cotton 

An earlier study analyzed the economic problems of multiple-price 
systems with particular reference to wheat and cotton. Much of 
what has been said there is applic able to rice 

It appears, however, that the rice situation differs from the wheat 
and cotton situations in two important respects: 

(1) The entire domestic market for rice would, under a mul- 
tiple-price system, have to be considered as a primary market; 
whereas, in the case of wheat and cotton, part of the domestic 
market (e. ¢., the feed-wheat market) might be considered as a 
secondary market. 

2) In the case of rice, the preferential market in Cuba (which 
is almost entirely supplied by the United States) should be 
treated as a primary market and only the remainder of the world 
market for rice (where the United States is a minor supplier) as a 
secondary market. 


2. Cuba as a primary market for United States rice under a m ultiple- 
price system 

The preferential tariff status of United States rice there has rested, 
in part, on reciprocity and, in part, on the interest of the Cuban rice 
growers in keeping ‘‘cheap”’ rice out of Cuba. 

From the reciprocity point of view, Cuba would probably be willing 
to accept the maintenance of our export price of rice to Cuba at 90 
percent of parity, even if some ‘surplus’? United States rice were sold 
elsewhere for less. A differential between the export prices of United 
States rice to Cuba and to other countries would parallel the price 
differential now enjoyed by Cuban sugar in the United States: and it 
would cost Cuba much less than she gains from the sugar price dif- 
ferential in the United States. 

Cuban growers consider our rice-support program an_ indirect 
protection for them. If they were deprived of this protection by 
United States sales in Cuba at prices competitive with those to which 
oriental rice might drop in a surplus situation, Cuban producers would 
undoubtedly press for greater protection. 
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3. Our “‘secor lary” rice erp t market 

In the remainder of the world market, the United States has, tra- 
ditionally, been a minor supplier. In the event of a significant decline 
in world rice prices, exports of United States rice to the Far East 
would largely depend on whether our rice could be sold there at 
competitive prices. The world requirement for rice greatly exceeds 
available supplies; but a shortage of funds and the lack of dollar 
exchange in many countries limits the effective demand for United 
States rice. 

Under these circumstances, it seems probable that, in the future, 
substantially larger quantities of United States rice could be exported 
under a two-price system at competitive prices than under our present 
fixed price support program. ‘There is a great need for rice in Asiatic 
countries, Where the purchasing power of consumers is low. World 
rice imports might, therefore, increase, if rice prices in international 
trade should decline. Under a multiple-price system, if rice were 
offered in the non-Cuban export market at competitive prices, United 
States producers could sell about as much there as they might find 
profitable to produce at competitive prices. 

4. Control proble ms 

Splitting the export market into a primary market (Cuba) and a 
secondary market (comprising all other rice-importing countries) 
would create control problems entirely different from those of wheat 
and cotton, where the entire export market would probably be treated 
as a secondary market. 

The exportation of rice from the United States could, as such, be 
controlled by means of two kinds of export certificates; one for Cuba, 
and one for other areas. In the case of the latter, assurances against 
reexportation to Cuba might be required 

This system would, however, be effective only if rice exported by 
the United States to third countries at ‘competitive’ prices were 
treated by Cuba as “‘non-United States rice’’——just as the United 
States treats any Cuban sugar imports into the United States from 
third countries as non-Cuban sugar 
5. Price objectives 

(a) Regarding the primary market..-Some multiple-price plans pro- 
pose to set the support level in the primary market at 100 percent 
while others contemplate 90 percent of parity. 

Raising the support level in the primary market from 90 to 100 
percent of parity, while lowering the sales price for the secondary 
market, would meet with consumer resistance in the case of any 
product. 

In the case of rice, reaction in Cuba would be particularly import- 
tant. Even if the present 90-percent support price for United States 
rice is accepted as “fair,’? adverse reaction in Cuba might result if 
the price were raised to 100 percent of parity. Thus, the risk would 
be increased that Cuba might, by some action, impair the present 
preferential position of United States rice in the Cuban market. 

(b) Regarding the secondary export market.—If a world surplus 
situation should develop in rice, the United States would not be able 
to exercise a major influence on the price of rice in the world market 
(excluding Cuba). 
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Thus, setting a floor under the price in this market could, in a 
prolonged serious surplus situation, lead to large rice accumulations 
by CCC 

There would be no economic need for setting such a floor. Since 
the domestic and the Cuban markets account for from 67 to 79 
percent of United States rice sales in the postwar period, price mainte- 
nance in these markets should give growers sufficient income protec- 
tion Moreover, if no floor were set below the price of rice in the 
secondary market, no need would arise for production restrictions. 

If producers were given a blended price for whatever they produced, 
a price in the secondary market of, say, 60 percent of parity would, 
blended with a price of 90 percent of parity in the domestic and the 
Cuban markets, assure producers of a per unit return of about 82 
percent of parity (assuming 25 percent of the crop sold at the secondary 
price). 

If shares in the domestic and the Cuban markets were allotted, 
some producers may find it profitable to produce quantities in excess 
of their allotted shares at the world market price. Others would 
shift to alternative land uses, such as oats, barley, hay, and pasture. 


TaBLeE 1.—Rice, rough: Supply and disappearance, years beginning Aug. 1, 
averages 1937-89 and 1947-651 and annual 1951-53 


[In million hundred weights] 





DI Disappearance 
, tal - 
Year . Pr Total en lo 
Stocks! 4. Im- “lernnai| Und oe Ex- disap 
Aug. 1 1 aha Fo racer Fee e€ tie d oe 
ug. 1 ) y eal 
t I appear-| ! — 
ince ae 
1937 ) S ( ) 20. 2 o 24 
1947 2 2 16.4 } 2.1 23.4 16. 2 d. € 
51 4 } 9 s 1 2.2 41.0 | 24.1 18. 1 
48.8 51.1 1s 4 2.4 2 5. 6 50, 8 
ly. prelimi lar HM) 2.4 IS 4.8 2.4 26.0 4.4 50. 4 
I les | lu I I ly ed BAE estimate 
2 Mostly broken rice 
3 } ¢ I 1T ed States food 
4 Primarily for beer product 
6 Total disappearance plus Jul 1 stocks do not exactly equal total supply because of drying loss, waste, 
and errors in data and conversio1 
® Sent eal ‘ 
TABLE 2 Rice, milled: Disappearance and disappearance percentages, years 
begin ning A ug. 1, averages 1937-39 and 1947-41 and annual 1951-53 
ice Ex} rts t Dome tieand Exports t bal ears Total dis- 
Cuba Cuba ther ; appearance 
Year Millior MN : Millior Nan] MT 
hu Per ht P hu P } hu P Pr 
( ire ce 
w } W \ \ x } 
1937 ) 13. 89 81.2 > 14 94.4 0, OF 5. ¢ 3, 21 18,8 17.10 100. 0 
194 ] 16. 34 8 | 2 21.92 ; 79.4 0. ¢ 11, 28 40.8 27.62 | 100.0 
1951 17. 24 4 +. OF 4 20 | 64.3 , 17.27 | 50.0 34, 51 100. 0 
19 47 AY. € 21 4.8 22. 68 4.4 12, 52 f 17,7 50. 4 35. 20 | 100.0 
1953 prelimi- 
nary 18. 49 Bt 5.50 | 15.4 23.99 | 67.0 11.8 33, ( 17.33 | 48.4 35.82 | 100.0 
Includes shipments United Sta I ries 
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6. Marketing certificates 

The principal multiple-price plans currently under discussion 
involve the use of marketing certificates. Some proposals would 
attach a fixed value to these certificates: Others would use certificates 
witbout a value tag, and rely on CCC loans for maintaining the price 
of the certificated part of the crop at the ‘fair’ price level. 

The former method would fix the certificate value (per bag of rice) 
equal to the estmated difference between the fair price and the world 
market price. The economic effect would be the same as that of a 
processing tax Errors in the estimate and fluctuations in the world 
market price during the course of the year would cause the actual 
price in the primary market to deviate from the fair price. 

7. Transitional problems 


If multiple-price systems should be adopted for wheat and cotton, 
transitional problems would result from the large accumulated surplus 
stocks. 

Similar problems would arise in the case of rice, if adoption of the 
system were delayed until surplus stocks had accumulated. 

8. International repercussions 

Adoption of a multiple-price system for rice by the United States 
would have international implications. Essentially, they would be 
the same as those encountered in the cases of wheat and cotton. 
(See the previous study.) 

The conclusions drawn there as to the desirability of preventing 
a price war and expressing our willingness to consult with other 
interested countries would also apply in the case of a multiple-price 
system for rice. 


B. SupPLEMENTARY STUDIES 


1. PLANS INVOLVING NEGOTIABLE CERTIFICATES WITH FLUCTUATING 
MARKET VALUE 


A. Corton 5 
I PRINCIPAL FEATURES 


The certificate plan most actively discussed for cotton would con- 
tain the following features: 

A. Cotton processed for domestic consumption would be supported 
at a fixed percentage of the parity price (100 percent or some per- 
centage between 90 and 100 percent of parity 

B. A national domestic allotment equal to estimated domestic 
consumption would be divided among producers on the basis of their 
historical production. Allotments would be expressed in pounds. 

C. Negotiable marketing certificates covering the grower’s allot- 
ment would be issued to the grower. These certificates would have 
no value tag attached, but would tend to sell in the market place at 
about the difference between the support and free-market prices for 
cotton. 

D. Growers could obtain loans at the support price for cotton 
covered by certificates. 


’ This study was prepared in October-November 1953, and represents a more detailed analysis of one of 
the plans outlined in Multiple Price Plans for Wheat and Cottor 
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iE. The CCC, by means of loans, would absorb surpluses of cotton 
alloted for the domestic market and the domestic allotment would 
be set so as to prevent a scarcity 

Ie Cotton produced In excess of the don estic allotme nt v ould sell 
aut the free-market price for export. and possible designated secondary 
ioOmMestic uses A low floor, possibly 50 percent of parity, would be 
et for nonallotment cotton 

Gy Domestic mills would acquire certificates ind would, period 
ically, deposit them with the Government for the quantity of cotton 
processed, 

i lyxporters of cotton textiles would receive export payments or 
marketing certificates for the cotton equival nt of their exports If 
th received certificates they would sell them in the market or to 
CCC. The issuing of certificates to textile exporters would require 
an adjustment in the size of the domestic allotment 

| Importers of cotton textiles would have to buy marketing cer- 
tificates in the market for the raw cotton equivalent of their imports 

J. Legal authority for production controls would be continued as 
an emergency backstop. Such controls might be necessary during a 
transition period unless surplus stocks were frozen or some Way were 


found to dispose of them. 


II ALLOTMENT PROBLEM 
A. Timing 
Estimates of consumption which would include domestically con- 
sumed cotton (domestic mill consumption minus cotton to be used 
in textile exports) and imported cotton textiles would have to be made 
some months before planting time. It is suggested that they be 


1 


made in the October preceding the crop year which starts August 1. 
B. Range of error in estimates 

Domestic consumption estimates would be subject to a considerable 
margin of error because ol unpredictable Variations mm economic con- 
ditions The Commodity Credit Corporation would be authorized to 
ssue certificates for cotton it holds and to sell such cotton plus cer- 
tilicates to supplement the domestic allotment, if needed, to prevent 
an artificial sear ity If the CCC decreased its stocks so that there 
would be danger of artificial shortages, some safety margin would 
have to be added to the domestic consumption estimate in determining 


he domestic allotment for a specifie vear The national domestic 
allotment for the followine ve: would be vdjusted in the lieht of 
experience in the preceding vear. For example, if cotton consumption 


{ 


{ 
for a marketing vear were underestimated, C( | 


‘Cc’ sales from. stocks 
D national domestic 
allotment would be larger than estimated domestic consumption. On 


wo ld be necessary Kor hy » next season th 
the other hand, if cotton consi ption had been overestimated, at 
the end of the marketing year CCC would find itself with cotton plus 
certificates in excess of the safety marein 
( Dist hutior of allotments 

The allotment would be distributed to States, counties, and indi- 
vidual farms in proportion to their average production during some 
recent or spec ified base pe riod Once the allotment had been made, 
eertificates would be issued to the farmers to cover each farmer’s 
allotment. However, recent experience with the present marketing 
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+ ] . ¢ ¢ +} it tory r { t 
quota iaw demonstrates the difiicultv in ob l avgreel it bet 
arious segments of the Cott Ih Belt Om thre method of adi tripbuting 


marketing quotas or allotments 


Some problems would be created by the lack of production data for 
individual farms. The quota would be distributed to farmers on the 
basis of average county vields Howeve if adequate data were 
available, the county committees could make adjustments in fat 
q otas to obtain ; hie equ I>} «iis rib ition of hot 

II! MARKET i RTIFICA 


A. Issue and tran sfe of Ce rtificate S 

The certificates would be issued in pounds and would be negotiable 
after they left the farmer’s hands) Each farmer would receive certifi- 
cates for the number of er for which he has received a domestic 


allotment. The farmer would then sell his cotton and the certificates 
at the same time, but the cert tiftent s would not be attached to specific 
bales after the cotton left the farmer’s hands The certificates woule l 





be made out to each farmer by name. When the farmer sold his 
cotton he would endorse the certificate. The buyers of, and those who 
subsequently handle, the certificates would then be able to ae the 
certificates with the pour ids of cotton sold to the mills. Periodically, 
the mills would turn in ce es covering each poun d of cotton 
consumed. If a mill consumed cotton for which it did not ae a 
certificate, it would be required to pay an amount equal to the value 
of the certificate plus 10 cents a poun don each ys of such cotton. 

Certificates would be negotiable so as to make pi yssible to detach 


‘tifica 


certificates from specific bales and attach them to ot] her bales. Thus 
the domestic mills and exporters could « obtaim the qualities of cotton 
which they desired or needed. Merchants trading in areas which 
export a laree proportion of the crop wo ild find themselves with a 
surplus of certificates. On the other hand, merchants trading in areas 
which shipped a large proportion of = crop to domestic mills would 
not have enough certificates. This situation would necessitate the 
trading of certificates among oak in widely separated areas 
as well as among merchants in the same or adjacent geographic 
locations. 
B. Value of certificate s 

The value of the certificates would tend to be equal to the difference 
between the support price and the free market price for cotton. As 
the free market price declined, the value of the certificates would tend 
to increase and vice versa. ‘This is expected to occur because the price 
of the two together would be expected to equal the support price. 

Holders of certificates who - not own cotton (or cotton futures) 
would, of course, be subject to the risk of changes in the value of 
certificates. Holders of cotton ian did not have certificates could 
hedge in the futures market where it is assumed that prices would 
move with the free market price of cotton. 


The value of certificates micht be affecte | ior Vi older bv changes 
in the general level of supports for one crop as compared to the suc- 
ceeding crop. Under past CCC loan programs, minimum levels 
have been announced prior to planting time. If the levels announced, 


for example, in Januarv 1955 for the crop vear beginning August 1955 
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were higher than the levels for the 1954 crop, processors, who would 
be permitted to use certificates issued for the 1954 crop until November 
30, 1955, might be expected to bid up the price of such certificates, 
and acquire somewhat larger inventories of both cotton and certifi- 
cates. Other persons would also be likely to bid for certificates in 
the hope of sales to processors. Prices of cotton plus certificates 
might rise to a point at which CCC would make cotton and certificates 
available, if it had stocks available. 

On the other hand, if the announced price-support levels were 
lower for the following crop there would be some tendency for more 
certificates and cotton to cet into the hands of CCC. If the size of 
the change in support-price levels from one year to another were 
relatively small, the probable adjustment would not be serious, but 
persons who held only certificates and persons holding both cotton 
and equivalent certificates would have gains or losses. 


Problems of extending price-support commitments beyond the farm 
le vel 

The plan provides for assuring farmers of 100 percent of the support 
price (see CCC operation below). There is the question of whether 
it is desirable to insure merchants and mills against undue variations 
in the certificate values. One of the methods of doing this would be 
open market sale and purchase of cotton and certificates by the CCC, 

The CCC would buy and sell cotton plus certificates within specified 
price ranges. It would buy cotton when it was 95 percent of the 
support level and sell cotton when it was 105 percent of the support 
level or higher. The point at which CCC would buy cotton would 
be determined by the price of Middling '%.-inch cotton in the 10 spot 
markets. The point at which CCC would stop buying might be left 
to the discretion of the CCC 

This plan presents certain problems concerning the price differentials 
for quality. If the CCC differentials are not the same as those 
established by the market, the CCC would accumulate relatively 
large stocks of those qualities for which the support differentials 

caused a higher support price than the market prices. No matter 

what ale m of determining the support differentials is used, some 
qualities will likely be supported at a price out of line with the market 
price in any one year. Accumulations of unbalanced stocks with 
respect to quality occurred also under previous loan programs. The 
imbalance might be more exaggerated if CCC purchased cotton at 
all stages in the marketing process. 

This might not be serious if the og ition is corrected over time, 
say 2 years. The differentials might be = so as to cause an 
adjustment of the quality distribution of CCC stocks in subsequent 
years, but deliberate and effective adjustment would be most difficult. 
Dp: § Ls pe nsion of Cé rtificate re quire ments at price s above support 

It is suggested that a mill would not be required to cover processing 
of cotton by certificates if it could prove it paid 105 percent or more 
of the support price. The support price to mills could be defined as 
the support price at the 10 spot markets plus specified transportation, 
insurance, compression, warehousing, and other merchandising charges. 
Such charges would be specified in cents per pound by the CCC at 
the beginning of the season. 
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Such a provision would tend to place a ceiling on the price of the 
certificate as the difference between 105 percent of the support price 
and the free market price. 

If certificates were held back at some time during a marketiag year, 
the value of the certificates would subsequently be depressed. Thus 
the holders of certificates would suffer. Although this system could 
work a hardship on some merchants, it would discourage the hoarding 
of certificates. 

As long as the CCC would provide loans to farmers, it seems unlikely 
that the value of domestic allotment cotton would be depressed 
much below the support price. As at the present, much cotton would 
probably be put into the loan and be withdrawn from it, during the 
same season. 
gr Transfer of risks 

Assuming no support operations by Cc be yond the farm level. 

Cot es might be hedged by sales in the futures markets and certificates 
sold in a certificate market. Mills and other merchants would be 
potential buyers, but some speculators would undoubtedly be neces- 
sarv. Possibly an organized market in certificates would develop, 
or, if desired, such a development could be encouraged. Provision 
would be needed for mailing time to permit deliverv of certificates, 
such as the 3-day rule in the stock market. Such a market would 
provide knowledge of fluctuations in value of certificates and facilitate 
trading in certificates by nontrade interests. 

Whether sufficient certificates would be available in a certificate 
market to give representative quotations is at least open to question. 
Some certificates would flow from farmers to CCC and ultimately be 
sold with cotton by CCC to processors. Other certificates would 
be handled by nationally integrated firms operating in local markets 
or be purchased directly at local markets by processors. In other 
instances local merchants would prefer to make fixed-price cash sales 
to other merchants who would prefer to hold the certificates until 
‘“package”’ sales of cotton and certificates were made. 

A more intricate type of market would be a deferred or forward 
market for certificates. In such a market the dealing would be in 
contracts calling for the delivery of certificates in a subsequent month 
or months. Presumably, as in the case of futures contracts, few 
certificates would actually be delivered, but a hedge would be obtained 
against the risks of changes in value of certificates. Merchants 
could also sell contracts for deferred delivery in anticipation of pur- 
chases of certificates and mills could buy deferred contracts in antici- 
pation of sales. Such deferred contracts could become an easy specula- 
tive medium. Quotations would be public and might tend to — 
price fluctuations. But the contracts could become much greater 1 
quantity than available certificates, with consequent danger of vee e 
manipulation and corners, and result in violent public and farm 
reaction. 

2 Assuming Price Support at All Marketing Levels.—It seems likely 
that in the initial stages certificates would move with cotton through 
usual marketing channels. For the local buyer especially, most, at 
least, of the risk of chs anges in the price of cotton and in the value of 
certificates could be transferred by sales to central-market merchants 
or by sales to the CCC of cotton plus certificates. It seems possible 
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that a svstem of quotations would develop for spot sales of cotton 
with accompanving certificate and for cotton without certificates 


On cotton not covered by certificates the lo al m¢ rehant could make 





cash sal at spot pri sor! we mM the futures market 

Central market merchants might also make spot or forward sales 
of cotton p| is certificates to mills, and could mal ( package sales to 
& & & Cotton not covered bv certificates could be hedged in the 
futures market \ substantial decrease in use of the futures markets 
I} hit make th n le ~ valuable 2 pr registering and we 
mea mis ’ 
[ / l tations 

The certificates would | dated so as to allow farmers to sell the 
certificates between June 1 and May 30 of the following year. Cotton 
I ould have an additional 6 months in which to use the certifi- 
cates lor exa pie, & cert eit would be valid for farmers from 
June ] 1955. to Mav 30. 1956 Cotton mills would have until 
Novemb QO, 195 o util © ( tificates 


Since the end of World War I] the United States has exported 
relatively large quantities of manufactured cotton products In 1951] 


these exports were equivalent to about 720,000 bales of raw cotton 


If the price of cotton consumed by domestic mills were supported 
at a hil r price thar the expo pric of cottor exporters of manu 
factured cottor produ ts Wo il be placed in a disady intaveous DP S]- 
tion with respect to the price of these products. It would therefore be 
necessary to e abl exporters tr cottol pro ucts to reduce their prices 
inh line vith the cheapet cotton export pric 

Manufacturers of cotton varn and fabric do not know if their produ t 
will ultimately be exported or used in the domestic market. Therefore, 
it would not be possible to permit them to use noncertificated cotton 

Chere are two wavs of p1 tine the competitive position of the 
text le exporte! Both ; oul enabl expr ters to compete \ ith 
foreign textiles manufacture from nondomestic allotment cotton 

ithout the need for tracing the actual cotton used in exported United 
States textiles iro! the cotton 7 il] to hips le 


nake export pay ents on thre ount of cotton used to manutacture 
ti eotton proc ts 
) l 
a i | 1D ent would be the Ci re] ye PEN th average 
yport 1) t hye ) gnot ? ts Ol \ «te li fil te n- 
+] + | ] 
sixter hs-inch cotto d the fre rice at these markets. 
rm ' ; 
} 4 . } 7 ‘ ‘4 
Mh total amount ot the pi I ts \ oul Vary with the 
quantity of eotton prod f yport The total navment } ] ’ 
| Lt I proau CX roead ihe to ipayl ents on the 
1 f ; ¢ r y } | y ] . 
amount rt eott prod ; exported wht b computed as 
f 1] 
MiOWS 
9 
} 296 
14 
) ’ 94 9 
i 1) ( 720. OOO 
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The amount of cotton to d in manufacturing tl 
exported textiles would = b estimated t th same time that 
domestie mill consumption was estimated he estimated cotton 
equ valent of textil exports would be dedueted from domest 
mill consumption. Since the domestic allotment would not b« 
re 
large enough to cover cotton used in domestically. consume 2nd 
exported textiles, mills would have to buy cotton plus certifi $ 
Ina quantity eaquivale! Lo exported textil from the CC ¢ he 

» win } | | 
CU would sell the cotton plus certiiieates trom its sto gor f 
its stocks were depleted. 1t would b cotton in the market to 
cover cotton used u xporte { S 
be civen certifieat ‘S which the Vv woul sellin the! ! ket o1 to the CC 
! The amount of ec tton to be used in exported text les wo 
ay stin | a wt sth tim th ao t ! mption wa 
m) } | 
mated ihe cotton equi Le] oO; ft per xports would ) 
deducted from the national don Hot if 
b) When the textiles were exported, the exporter would b 
o n ceertifieates bv th (ro fe hy Ol ) ttor 
used in manufaeturn the ft til 
im . ; ; 
(¢ Phe exporter Wot L Seq the « neates t! Mal tort 
the CC( If he sold them in the market, they would be used 
DY mills to covel adadit onal eotton whl hh was put Into process 
Kither method would have a time lag built into if Kor examp 
under the second t | the textil ul hy 
1 the second method th eXtil eCXDO! r would not re ve his 
certificates until some time after the mill consumed the cott 
va ; ; . 
Therefore, the mills could not us tifieates issued to exporters to 
cover the actual cotton sed 1 manuiacturim th xported text 
However, since the CCC would have stocks covered by certificates 
WMptie. would deve ry () +} 4 pe 
export ; began flowin Into mil i) me ki ould take ¢ ec oO 
} ! 4 
itself, except for adjustments sed D Variations in ft Wmountl oO} 


Neithe: method would hn vel reql ilrect aVnent out ol 


, 
= 
I SUI revenues 
B. Import 
} re pe 
Imports OL cotton textiles mito i rh a tes us ally ire small, 
: | | 9- | | 4 tO 
* equivalent to less than 25,000 Dates ¢ otton in 1952. However, for- 
age a, ‘ 4 | ' +] { i} 
elgn nus couid obtain cotton cheaper than domestic J ils secause 
of United States price-support policy, prices of imported textiles would 
be in a more favorable competitive position th at present | 
Ss ich eieumstances, imports of col ) textiles might increas shia 
In order to protect domestic cotton mills. 1t wo ild De necessary fe 
I 


! 7 = l l 
the textile importer to buy certilicates to cover each pound Of Cotto! 


used in manufacturing the imported textil These certificates 
could be bought on the open market or from the CCC. The im- 
porter would give the Government a certificate covering the cottot 
equivalent of the imported textiles or pay the penalties prov i 10] 
domestic mill consumption of cotton not covered by certificates 
Since textile imports are equivalent to s ia all am t of 
cotton, it would not be necessary to : st the domest i tinent 


44366-—54 10 
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for these imports, assuming the national domestic allotment would 
include a safety margin. 


V IMPORTS OF RAW COTTON 


Cotton imported into the United States would be bought at lower 
prices than domestic allotment cotton. In order to eliminate the 
price advantage of foreign cotton, it would be necessary to require 
that cotton importers acquire marketing certificates to cover the 
imported cotton. Mills would be required to cover the consumption 
of imported cotton in the same manner as the consumption of domestic 
allotment cotton. 


VI. OPERATIONS OF THE COMMODITY CREDIT CORPORATION 


A. Loans to farmers 

The Commodity Credit Corporation would support the price of 
cotton produced under the domestic allotment by offering to make 
nonrecourse loans to farmers on the cotton at the support price. 
When a grower availed himself of the Commodity Credit Corpora- 
tion loan, he would also turn over to the Commodity Credit Cor- 
poration properly endorsed certificates for each pound of cotton 
which he placed under loan. 

The loan would work much like the loan under the current program. 
If the grower desired, he could withdraw the cotton and the certifi- 
cates from the loan before the August 1 following the date on which 
the loan was made (the end of the marketing year). In order to 
withdraw the collateral he would have to pay the CCC all accrued 
interest, carrying charges, and storage charges on the loan and the 
cotton. At the end of the marketing year, the cotton would be 
pooled to producers’ accounts and the CCC would assume control of 
the sale of the cotton. 
B. Sales of stocks 

Ordinarily the Commodity Credit Corporation would be em- 
powered to sell the cotton at 105 percent of the current loan rate or 
the current loan rate plus interest, storage, and carrying charges, 
whichever were higher. 
(’. Purchase of cotton 

The CCC would need the authority to purchase cotton in the 
market. This authority would insure CCC against shortages in 
operating the cotton textile export program and, if adopted, the 
market stabilization program. 
D. CCC stocks 

Any stocks of cotton that the Commodity Credit Corporation had 
on hand at the start of this program would be covered by marketing 
certificates so that they would act as a reserve in case the estimates 
were too small in any 1 vear. Unredeemed loan cotton obtained 
in subsequent years would be added to these stocks. In this way, 
the Commodity Credit Corporation would have certificated stocks 
to make up any underestimation of domestic consumption. 
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E.. Time limitations of certificates issued by CCC 

Certificates issued or reissued by the CCC in conjunction with 
sale of its stocks could be used by mills until the November 30 
following the end of the crop year in which they were issued or 
reissued. 

VII. SUPPORT PRICES 

A. At farm level only 

As under the present CCC loan, differentials for grade and staple 
length could be included in the loan schedule. The base quality 
could be Middling fifteen-sixteenths inch, as at present. 
B. At all marketing levels 

Assuming the plan included support prices for cotton plus certifi- 
cates at all marketing levels, the support prices at the local markets 
would be above the farm-loan level by a merchandising margin 
Central market support prices for cotton plus certificates would have 
an additional merchandising margin and allowance for additional 
marketing charges added. 


VIII. PRODUCTION NOT COVERED BY CERTIFICATES 


There would normally be no production controls. If growers 
produced more than the domestic allotment, the excess would be 
marketed at a free-market price. This cotton could not go into 
domestic consumption but would be sold for export at whatever 
price it would bring. It might be desirable to support nonallotment 
cotton at a low level, perhaps 60 percent of parity. 

If a depression occurred, very large surpluses might accumulate 
rapidly. As a safeguard against such an eventuality, the authority 
for production controls could be continued. 


B. WHEAT ® 


There would be various different ways of applying an allotment plan 
involving certificates without a fixed-value tag. The basic features 
selected for presentation here are approximately the same as those 
most often discussed for cotton. 

i; Basie fe atures 

(a) Wheat production equal to estimated domestic consumption of 
wheat processed for food would be supported at a national annual 
average of 100 percent of parity. 

(6) Each farmer would be given an allotment based on historical 
production and negotiable marketing certificates for the bushels cov- 
ered bv the allotment. The certificates would have no value tag, but 
would tend to sell in the market at about the difference between the 
support and the current free-market price for wheat. 

(ec) Processors of wheat for food use would have to acquire certifi- 
cates equal in bushels to wheat processed and sold for domestic food 
use. They would have to deposit them periodically with the CCC or 
some other Government agency. Wheat ground for the farmer’s 
home use could be exempted, or the farmer could, on request to CCC, 
be given nontransferrable certificates to be filed by the miller. 


® Prepared in October-November 1953. 
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/) Importers of flour and other wheat products would have 
purchase certificates in the mat t equal to the wheat equivalent of 
1 l oie) 

Kxports of flour and other products might be « cempted from the 
certilieat system, allowin vheat for that purpose to be milled with- 
out licates with s ibsequ nt prool of export to ay submitted to 
cx | certificates were required for wheat milled for export 
reimbursement might be made direetly by CCC tor the actual ex- 
D itu if) Live ( ill nl Wpon submission hy thi processot of 
cial ak emit. dae le ne “refund” certificates which could be 

) } ( ? 7166 

Wheat covered certificates would be eligible for CCC loans 
it th pport price, with allowances for seasonal, regional, and qualit, 

eto or it could be sold with certificates in the market 


After sale by farmers the certificates would not be attached to 
articular bushels and = certificates could be used in conjunction 


th anv tvpes and erades 


h) Wheat production in excess of allotments could be sold by farmers 

for export, feed, or other nonfood uses without certificate It could 
thout restriction on farms where grown 

There would also be a support price for nonallotment wheat 

lon the feed Value of wheat relative to corn, so that tl decline 

he free market price of wheat would not force an undue amount 


nto feed use and interfere with the corn market 
} Authority similar to that at present would permit CCC to sell 


i th certificates to processors at 105 percent of the prevailing 
ipport price or at the prevail ne support price plus carrying costs 
na wWceres \ hich ‘ver Was hi rhel Because ol the I’ latively hich 

n vheat prices, 1t Wo ild appear necessary to permit 

De t less than the 105 percent figure in the earlier part of the 
cre i In additio CAA hould be authorized to issue certificates 
I \ ts invento and to sel wheat fron its inventory with cei 

I is I | for the regulation of supply in the domestic food 
hes Market As a safecuard acainst the contingency of crop 
thority to suspend the certificate svstem would seem desir- 

abl TI vould be co nparabl to the authority to suspend sugal 
if it were desired to regulate the marketing of domestic wheat 


for food at all stages, this could be done by having CCC purchase and 


| at plu ( tificates at all levels of the marketing process 
rt Od Wheat The plan could provide tor purchases at not less 
percent of paritv, and sales at not more than 105 percent 
cost plus storage and interest, whichever is higher 
i 1 il Inarkets 

> of domestic consumption for the next crop year and allot- 
to farmers would have to be made in advance of the planting 
vheat Allot nent would be made to States, counties, and 
| farmers 1n proportion to average pro luection in the speci- 

0 lt muuld be expected that the annual national domestic 

ld be in the neighborhood of 500 million bushels 


half o totsl | State | odu ron 
reat Lal | a 5 roauction., 





LONG RANGE FARM PROGRAM 141 
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ao. Le rtificate S 


Certificates would be distributed to farmers between Mav 1 and 


lay 15 of each year. They would be dated so as to permit farmers 
to make sales of wheat plus certificates from June 1 until May 31 of 
the following year, Farmers would be able to obtain CCC loans on 
wheat plus certificates from June 1 until perhaps April 30 of the fol- 
lowing vear. ood processors would have until the follow he 


November 30 to use the certificates 


, ° . ‘ ; 
4. Mechanies of using certificates 


a) Farmers. —Kach farmer would be issued certificates in terms 
of bushels for the total amount of his allotment. The farmer could 
obtain nonrecourse loan from CCC pledging his wheat and the cover- 
ing certificate. It is presumed that the loan rate for wheat plus 


certificate would include location and grade differentials much the 
same as under the present program. Loans could be redeemed at 
any time up to April 30 of the following year, upon payment of interest 


and storage costs. If gram under loan has not been stored separately, 
the farmer would be entitled to receive the same quality (quality bemg 
used for convenience to include type, grade, protein content, ete. 


placed under loan. 

To facilitate handling of grades lower than No. 3 in situations in 
which the farmer’s production of better grades was less than his al- 
lotment, provision could be made for purchases of wheat plus certi- 
ficates, rather than loans, by CCC, with authority for resale of the 
wheat locally. 

The farmer could also sell the wheat covered by certificates in the 
market, transferring title to both the wheat and certificates to the 
buver 

The farmer could sell nonallotment wheat in the open market or 
use it for seed and feeding. Wheat not covered by certificates would 
not be eligible for 100-pereent CCC loans 

b) Merchants and elevators. Local elevator buvers could Separate 
wheat from the negotiable certificates, selling wheat and certificates 
independently, if desired, in the grain trade or to others Wheat 
bought with certificates and nonallotment wheat could be commingled. 
If the plan includes sales to CCC at support levels, such sales would 
have to be in a package deal of wheat plus certificates. (The actual 
bushels would not need to be those received from a farmer on a 
specific certificate. ) 

Grain merchants at subterminal or terminal markets (and processors 
to some extent) would buy wheat and/or certificates from local 
elevators. Certificates could be sold independently, if desired, in the 
grain trade or to others. Sales to CCC at support levels would be a 
package deal as in the case of local elevator sales. 

Line elevators and cooperative elevators might, of course, handle 
the transfer of wheat plus certificates as part of an integrated operation. 

c) Processors.—Processors could buy wheat and certificates sepa- 
ratelv or in a package deal from the grain trade or from CCC. Period- 
ically, perhaps as of the end of each month, processors of wheat for 
food would have to file reports on wheat ground and turn in an equiva- 
lent amount of certificates to CCC. 

Except for any permitted exemptions, a processor grinding wheat 
for which he did not have certificates would be required to pay an 
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amount equal to the value of certificates as of the end of the month, 
plus an amount of perhaps 50 cents per bushel. 


5. Schedules of support price S 

a) At farm level—Wheat prices have had relatively wide seasonal 
variations and in most years have been substantially below support 
levels in the early part of the crop year. As under the present CCC 
loan, monthly differentials could bi included to reflect interest and 
storage costs. 

b) Atall marketing levels —Assuming the plan included support prices 
for wheat plus certificates at all marketing levels, the monthly support 
Pp rices at the country elevator level would be above the farm loan level 
by a merchandising margin. Terminal market support prices for 
wheat plus certificates could be on an in-store basis. ‘There might be 
more than one transaction between the local and the terminal elevator, 
and the schedules of price supports at all levels of wheat marketing 
would require thorough analysis of marketing margins and discussions 
with the trade. 

6. Value of ce rtificates 

It would be expected that certificates would sell at approximately 
the same current value throughout the country, and would probably 
reflect the prevailing difference between the support price and the 
free-market price of hard milling wheat at Kansas City or Minneapolis. 

If price supports for each type of wheat were established in precise 
accord with domestic milling demands, the free-market price plus 
the value of certificates would equal support prices. With a price 
support structure like that in the present CCC loan program, however, 
the free-market price plus certificate value would tend to be less than 
“support” for types of wheat which, from a milling standpoint, were 
relatively plentiful. For types which were scarce relative to domestic 
milling demands, the price of wheat plus certificates would tend to be 
above support levels. 

If farmers could not find ready buyers for wheat plus certificates, 
they would place them under a CCC loan. Conversely, if the grain 
trade or millers could not buy certificates in the market, they could 
buy them (plus wheat) from CCC. Regional and quality problems 
are considered below. 

The quantitative importance of the problems should not be over- 
emphasized, however, as certificates would cover only about half or 
less of total wheat production. For example, based on historical pro- 
duction, certificates for the soft red winter wheat area would probably 
be in the neighborhood of 100 million bushels, which would not be 
greatly in excess of milling requirements for this type of wheat. The 
problem ig probably be more serious in the white wheat area of 
the Pacific Northwest. <A surplus of certificates would also be likely 
in the fecahecent. but this would not build up stocks of wheat in CCC 
which would be difficult to dispose of. 

?. Interregional and quality differentials 

The composition of the allotment wheat sold (or placed under CCC 
loan) with certificates by farmers would be expected to differ from one 
crop vear to another. It would be affected especially by the relative 
amounts of various types and grades produced, differentials in CCC 
supports, and demands for various qualities for domestic processing 
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and export. Types and grades of wheat which were relatively plen- 
tiful (considering the market price of wheat plus certificates as 
compared with support price) would tend to flow from the farmer 
to CCC. Under a plan of supports at all marketing levels, these flows 
might be augmented at subsequent stages of m: arke ting, and increase 
the CCC stocks of wheat. 

Certificates available to processors through usual market channels 
would be decreased to the extent of the movement of certificates into 
CCC. Ultimately, during a crop year, it might be expected that 
processors would turn to CCC for certificates. As CCC would sell 

certificates only with wheat, the processor would be unlikely in any 

event to get the precise type needed for processing. If most CCC 
stocks were selling commercially at discounts greater than the differ- 
entials fixed in support schedules, the —. could take a sub- 
stantial loss in exchanging actual wheat in the market for other 
wheat of milling quality. In succeeding ee years, changes in support 
price differentials would tend to bring adjustment. It is possible, 
however, that, because of unforeseeable changes in production of 
partic ular qualities, the change in differentials would aggravate rather 
than adjust the situation, and regional factors might also tend to delay 
adjustments. 

An opposite sort of problem could occur in the case of a type or 
quality of wheat which was relatively scarce, such as durum in the 
present (1953) crop year. A farmer producing only durum wheat 
and whose allotment and certificate covered half his production, 
would undoubtedly sell his entire crop in the market. At some stage 
of marketing, or at the processor level, certificates would have to be 
found to match up in quantity the durum sold by the farmer without 
certificates. It might be expected that some terminal merchants 
operating over wide areas and in the wheat export business would 
have excess certificates to be used. Or it might be possible to pur- 
chase certificates from other merchants or in an open market inde- 
pendently from wheat. <A third possibility would be the purchase of 
wheat plus certificates from CCC which might necessitate the dis- 
position of unwanted wheat 
8. Risks and value of certificates 

For holders of wheat with certificates, the risks from ’ anges in the 
value of certificates would probably be offset largely by reciprocal 
changes in the price of wheat. As the price of wheat rose, the value 
of certificates would fall and vice versa. This is expected to occur 
because the price of the two together would be expected to equal the 
support price. 

Under a plan of price supports at all levels of marketing of wheat, 
the risks on equivalent holdings of wheat and certificates would appear 
to be relatively negligible during most of the crop year, especially if 
seasonal increases In support prices closely approximated storage and 
interest costs. 

Holders of certificates who did not own wheat (or wheat futures) 
would, of course, be subject to the risk of changes in the value of 
certificates. Holders of wheat who did not have certificates could 
hedge in the futures market, where it is assumed that prices would 
move with the free market price of wheat. A holder of both wheat 
and certificates who sold futures against the wheat would be subject 
to the risk of changing value of certificates. 
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Che value of certificates might be affected for any holder by changes 


in the general level of supports for one crop as compared to the suc- 
ceeding crop. Under past CCC loan programs, minimum levels have 
be n announced prior to seeding time If the levels announced, for 


example, in August 1954 for the crop year beginning July 1955 were 
higher than the levels for the 1954 crop, processors, who would be 
permitted to use certificates issued for the 1954 crop until November 
30, 1955, might be expected to bid up the price ot such certificates, 
and acquire somewhat larger inventories of both wheat and certificates. 
Other persons would also be likely to bid for certificates in the hope 
of sales to processors Prices of wheat plus certificates might rise 
to a point at which CCC would make wheat and certificates available 
to the market, if it had stocks in its possession 

On the other hand, if the announced price support levels were lower 
for the following crop, there would be some tendency for more cer- 
tificates and wheat to get into the hands of CCC. If the size of the 
change in support price levels from one vear to another were relatively 
small, the probable adjustment would not be serious, but persons who 
held only certificates and persons holding both wheat and equivalent 
certilicates would have vains or losses. 

9. Transfer of risks 

It seems likely that in the initial stages certificates would move with 
wheat through usual marketing channels. For the local elevator 
especially, most, at least, of the risk of changes in the price of wheat 
and in the value of certificates could be transferred by ‘‘on track’’ or 
“to arrive” sales to terminal market merchants, or under the plan pro- 
viding supports at all marketing levels by sales to CCC of wheat plus 
certificates. It seems possible that a svstem of quotations would 
develop for “on track” and ‘‘to arrive” sales of wheat with accompany- 
ing certificates and for wheat without certificates. On wheat not 
covered by certificates, the local elevator could make cash sales at 
fixed price, on track or to arrive, or hedge in the futures market 

Terminal and subterminal market merchants might also make fixed 
price cash or forward sales of wheat plus certificates to mills, and could 
make package sales to CCC under a plan of supports at all marketing 
levels for wheat Wheat not covered by certificates could be hedged 
in the futures market. A substantial decrease in use of the futures 
markets might make them less valuable as price-registering and hedg- 
ing mediums. 

It would be expected that most commercial stocks of wheat for do- 
mestic food use would be held at the terminal and subterminal level 
of the marketing process as at present. Such holders might be willing 
to assume the risks arising from lack of reciprocal changes in prices of 
wheat and certificates and from changes in the price of wheat plus 
certificates. 

Alternatively, wheat might be hedged by sales in the futures markets 
and certificates sold in a certificate market. Mills and other mer- 
chants would be potential buyers, but some speculators would un- 
doubtedly be necessary. Possibly, an organized market in certificates 
would develop or, if desired, such a development could be encouraged. 
Provision would be needed for mailing time to permit delivery of cer- 
tificates, such as the 3-day rule in the stock market. Such a market 
would provide knowledge of fluctuations in value of certificates and 
facilitate trading in certificates by nontrade interests. 
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Whether sufficient certificates would be available in a certificate 
market to give representative quotations is at least open to question. 
Some certificates would flow from farmers to CCC and ultimately be 
sold direct by CCC to processors. Other certificates would be handled 
by integrated firms owning local elevators or purchased directly at 
local elevators by processors. And in other instances local elevators 
would prefer to make fixed-price cash sales to merchants, who would 
prefer to hold the certificates until “package” sales of wheat and 
certificates were made. 

A more intricate type of market would be a deferred or forward 
market for certificates. In such a market the dealing would be in 
contracts calling for the delivery of certificates in a subsequent month 
or months. Presumably, as in the case of futures i few 
certificates would actually be delivered, but a hedge would be obtained 
against the risks of changes in value of certificates. Merchants could 
also sell contracts for deferred delivery in anticipation of purchases 
of certificates and mills could buy deferred contracts in anticipation 
of flour sales. Such deferred contracts ana become an easy speecu- 
lative medium. Quotations would be public and might tend to 
smooth price fluctuations. But the contracts could become much 
greater in quantity than availabl» certificates, with consequent danger 
of price manipulation and corners, and result in violent public and 
larm reaction 


10. Sum mary 


It is ee that the allotment plan with negotiable certificates 
would be relatively complicated und administratively difficult. Espe- 
cially if the plan included s ipports at all levels of marketing, the 


Government might be involved in the handling of a considerable 
portion of the movement of domestic allotment wheat and certificates 
This feature might remove some of the incentive to efficiency in thi 
private handling of the wheat used domestically for food. On the 
other hand, the plan of certificates without a value tag would not 
involve the difficulties which might result from errors in estimating 
in advance of the marketing vear the average national price of wheat 
received by farmers, which would be required under a fixed-valu 
certificate plan. 
11. Possible variant to CCC support at all levels of marketing 

This variant would provide for (1) CCC purchases of certificates 
only from the first buyer, generally the local elevator, and (2) pur- 
chases by processors of wheat for domestic food use without certificates 
when proof is submitted that prices paid equalled 105 percent of 


parity. 
Support prices at the local elevator level are needed to maintain 
the price of wheat plus certificates. Disinclination by some farmers 


to take CCC loans, or difficaltics in connection with storage space, 
might result in heavy marketings early in the crop year. Terminal 
market merchants might “hold off’? bids, further depressing prices. 
There might be fewer situations of this type under an allotment plan 
because of the probable reduction of old crop carryovers. 

A plan with supports at all levels of marketing would meet such 
situations. The variant considered here, of purchases by CCC of 
certificates only from the first buyer, would also tend to meet the 
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situations, and leave more flexibility in the channels of marketing 
beyond the local elevator. The farmer could ret loans from CCC, 
and the first buyer would have support for his certificates, but would 
not have to make a package sale of wheat plus certificates. Prices 
of wheat plus certificates would not be supported at later stages in the 
marketing process. 

Under such a variant the price support for certificates would have 
to be determined for each day by CCC on the basis of the difference 
between the closing price of the basic grade of wheat on the pre- 
ceding day and the support price for that grade. This would be 


similar to the daily determination of the subsidy in connection with 


IWA exports. This variant might result in purchase of certificates 
by CCC without an equivalent amount of wheat. It 1s conce ivable 
that CCC might even have to go into the market and buy wheat to 
make sales of wheat plus certificates to processors. It seems likely, 


however, that the fact that CCC would stand ready to buy certi- 
ficates would give them a base value in the market and make it 
innecessary for CCC to buy except under most unusual circumstances. 

Provision for purchase of wheat without certificates upon proof 
that prices paid equalled 105 percent of prevailing support levels 
would also introduce some flexibility. This level might be somewhat 
hi he ras th season progre SS¢ d. It would tend to ease the pr « essor’s 
problem of obtaining desired milling qualities, and to reduce the 
quantity of stocks ne cessary for CCC to carry. 


2. OTHER STUDIES 
A. Prie Support LeEvVEts FOR FEED WuHerat UNpbER Aa Two-Price PLAN? 


The two-price plan most actively discussed for wheat involves a 
Commodity Credit Corporation loan at 60 percent of parity or at the 
support price for corn, Whichever is higher. The following statement 
raises some of the major questions involved in nr ‘termining an appro- 


priate support level for nonallotment wheat, a significant portion 
of which would be used for feed 

\. Basic level of the loan rate.—1. Although we have referred to 
the loan rate as a support price for feed wheat, it would, under this 


particular two-price plan, be the only direct support available for 
wheat for all uses. One of the two minimum loan rates specified is 
60 percent of parity for wheat. Based on old parity, $2.45 per bushel 
as of September 15, 1953, this would be $1.47 per bushel. However, 
60 percent of the new or modernized parity for wheat, $2.07 per 
bushel as of September 15. would be only $1.24 per bushel 
2. Sixty percent of modernized parity for wheat is slightly lower 
than 80 percent of modernized parity for corn. Given the supply 
percentage and price support schedule in the act of 1949, it is unlikely 
that the ms aniad atory minimum support level for corn would drop below 
80 percent of parity. Hence, with wheat supports at 60 percent of 
new parity, the second of the two minima would quite certainly 
apply —that is, the loan rate for wheat would be set at not less than 
the loan rate for corn. 
Under high employment conditions, corn prices are likely to 
average somewhat above 90 percent of new parity. Allowing for the 
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heavier weight of a bushel of wheat, 90 percent of new parity for corn 
($1.42 per bushel) is equivalent to $1.52 per bushel for wheat. This 
figure is in excess of 60 percent of old parity for wheat. Hence, under 
favorable economic conditions, a minimum support level for wheat at 
60 percent of old parity would not prevent wheat from moving freely 
into feed use. A minimum support for wheat based on 60 percent of 
new parity would not hold wheat out of the feed market under any 
circumstances that can reasonably be expected , 

The remainder of this section will assume that the minimum loan 
rate for wheat is based upon the loan rate actually in effect for corn. 

4. This does not mean that a bushel of wheat should be supported 
at the same level as a bushel of corn. Chemical analyses and feeding 
experiments seem to indicate that the feeding value of wheat is at 
least equal to that of corn on a pound for pound basis. Since a 
bushel of wheat is 7 percent heavier than a bushel of corn, its value 
for feeding at a given location should be about 10 cents a bushel 
greater than that of corn when corn supports are in the neighborhood 
of $1.40 or $1.50 per bushel. 

5. One policy question which would influence the level at which 
wheat prices were to be supported is whether it is desired to place 
moderate restraints on the flow of wheat into feeding, or whether it 


+] 


is desired to expedite it as much as possible. If wheat were slightly 
undersupported relative to corn the wheat carryover would be held 
to a minimum, as would CCC support activities on wheat. If wheat 


were supported a little high relative to corn, CCC would have a mod- 
erately active loan program, particularly at the harvest season, and 
would be more likely to hold some carryover stocks of wheat at the 
end of a marketing vear. 

B. Grade differentials in a loan rate for wheat——1. The existing sup- 
port program for wheat recognizes price differentials between grades. 
However, the differentials in the 1953 loan program, expressed as dis- 
counts below the loan rate for No. 1 wheat, ranged mostly from 1 to a 
cents a bushel. There may be additional discounts ranging from 1 to 
maximum of 15 cents a bushel on account of smut and garlic. The 
1953 wheat loan program also recognizes protein premiums ranging 
from 1 to a maximum of 10 cents per bushel. 

2. If the loan rate for wheat under a two-price plan is to have grade 
differentials it is not clear that they should be the same as those in 
the existing loan program. Wheat for domestic milling might reflect 
about the same differentials as those now existing. However, as the 
marketing certificates would have the same value for all grades of 
wheat, whatever grade differentials arose would have to be reflected 
in market prices of the wheat itself. The effect of grade differentials 
on wheat exports would also have to be reconsidered. 

3. Presumably, the range of premiums and discounts on wheat for 
feed would be narrower than those now current for wheat of milling 
quality. One possibility might be to set the loan rate for wheat of 
(say) No. 4 grade equal pound for pound to the loan rate for corn grad- 
ing No. 3 or better. Wheat of higher grades and with protein pre- 
miums would presumably average above the loan rate for No. 4 wheat. 

But this would depend upon the degree of substitutability between 
different grades of wheat for milling purposes and the relative supplies 
of each grade produced in a given year. If the supply of high-protein 
wheat in a particular year were extremely large, its differential over 








148 LONG RANGE FARM PROGRAM 


other wheat might narrow to whatever differential the feed market as 
such would support. In this case, some high grade, high-protein 
wheat would be fed sut if supplies of high-protein wheat decreased 
moderately, part of the milling premium would reappear. 

1. If the loan structure recognized typical milling premiums for 
high grade and high protein wheat, these wheats would be held out of 
the feed market even in vears when they were in relative oversupply 
for milling purposes. If the loan differentials were much smaller 
than has been typical for wheat of milling quality, the export market 
might still support differentials for high-grade wheat larger than those 
provided in the loan rates 
5. Government-support activity would be minimized by a ge soy 
which allowed ho premiums for hich-erade and hig rh- protein whea 
However, if premiums for high quality wheat largely Pesencabed 
under a two-price plan, this would constitute an added disadvantage 
or burden upon growers of high-quality wheat. The magnitude of 
this problem would have to be studied very carefully in working out 
administrative rules for operation of the “low level” loan under a 
two-price plan 


(. Area differentials 1. The surplus-producing areas for wheat in 
the United States are well defined as are the major channels and 
directions in which wheat moves to market. Area differentials in the 
existing support-price structure are generally set on the basis of trans- 
portation and other costs involved in moving wheat from producing 
areas to other points along its normal line of travel to market. 

2. However, the loan rates for corn are based to a large extent upon 
average price differentials over a period of vears. In general, the 
10-vear average price differential between, sav, lowa and Ohio would 
be less than the average freight costs between the 2 States. This 


is because in vears of short corn crops in the western Corn Belt, corn 
may move from east to west rather than from west to east. 

3. This suggests two alternative methods for setting area differ 
entials in the loan rate for wheat when the market price of wheat is 
expected to “ride” on that of corn One would be to set the loan 
rate for wheat in each county equal pound for pound to the county 
loan rate for corn. The other would be to set the loan rate for wheat 
in (for example) western Kansas equal to the loan rate for corn at 
Kansas City (adjusted for the greater weight of a bushel of wheat 
minus freight. 

4. As the spread between corn loan rates at Kansas City and 
Chicago is much less than the freight rate between them, a loan rate 
for wheat at Chicago based on Kansas City plus freight would tend 
to make wheat more expensive than corn in the areas served out of 
Chicago. The use of wheat for feed in these areas would be dis- 
couraged, so that most of the wheat feeding would take place farther 
west in the areas of specialized wheat production. 

The above problems of geographical and grade differentials would 
require detailed study. It would seem advisable to retain some ad- 
ministrative discretion in any two-price legislation, permitting the 
Secretary of Agriculture to interpret some fairly ge - ral language to 
the effect that “the loan rate for wheat shall not be less than the 
loan rate for corn.” 
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6. A final point which might be raised is whether the loan rate for 
wheat under a two-price plan should contain the same storage allow- 
ance as does the existing loan program. In effect, the loan rate for 
wheat at harvesttime is equal to the announced support price less 
storage charges. If the farmer delivers wheat in April or May of 
the following year he obtains the full loan rate, but rot before. This 
allowance tends to reduce loan activity and encourage priv 
ing and storage operations. 


ate market- 


B. ALTERNATIVE METHODS FOR DISTRIBUTING THE MARKETING ( 
ALLOTMENT FOR WuHeat UNpbeER «a Two Price PLAN § 


The question to which particular attention was requested in this 
study was the manner in which quantitative (bushel) allotments 
should be handled under a two-price plan for those small farms which 
currently are exempt from marketing quota provisions. Exemption 
from the marketing quota for those farms on which the acreage 
planted to wheat does not exceed 15 acres (or on which the production 
is less than 200 bushels), as the legislation currently provides, works 
reasonably well in connection with the present price-support program. 
However, such an exemption might raise serious problems when 
applied to a two-price plan under which the marketing certificate 
allotment, representing the quantity required for domestic food use, 
might be around 500 million bushels, only 50 to 60 percent of the 
allotment now in effect for the 1954 crop. 


f. Re le vant Provisior 8 of current legislation affecting ry arke fing quotas 
and acreage allotments for wheat 

A. A national acreage allotment must be proclaimed each year, 
except in case of a national emergeney, irrespective of the supply 
situation. For the 1954 crop this allotment has been established at 
62 million acres. For succeeding vears the national acreage allotment 
is the acreage which will, on the basis of average vields, produce an 
amount of wheat adequate, together with the carryover and imports, 
to make available a normal year’s domestic consumption and exports 
plus 30 percent thereof. Such national allotment may be not less 
than 55 million acres. 

B. A national marketing quota must be proclaimed, except in case 
of a national emergency, whenever the Secretary of Agriculture 
determines that the “total supply’ of wheat for the marketing vear 
will exceed the ‘normal supply” for that marketing year by more than 
20 percent. Such a proclamation has been made, and a national 
marketing quota is in effect for the 1954 crop of wheat, as it was 
approved by more than two-thirds of the wheat farmers voting. 

C. The national acreage allotment is required to be apportioned 
among States, counties, and farms in accordance with formulas 
contained in the legislation. 

D. The farm acreage allotment serves as the basis for determining 
the farm marketing quota, and in the case of those small farms to 
which the marketing quota is not applicable, as a basis for determining 
eligibility for price support. 








§ Prepared in September 195 
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IT. Procedure followed under the current acre age allotment and marketing 
quota progran 

A. An acreage allotment is established by the county committee 
for each wheat producing farm 

1. Five principal factors are considered—-the past wheat acreage 
history; the crop rotation system followed; the tillable acreage; the 
type of soil and its suitability for the production of wheat; and the 
topography of the land. 

2. 7 ‘a essential data are obtained through a farm-to-farm canvass. 
The information is recorded on a listing sheet — h also provides space 
for use of local committees in making adjustments and in arriving at 
a base wheat acreage which is used as the er for the establishment 
of an acreage allotment for each individual farm with a wheat acreage 


hy story during at least 1 of the 3 most recent vears 


y 


B. A normal yield is established for each county as an aid in the 
establishment of normal vields for farms for which vield ake are 
inadequate. Yields also are established on an informal basis for each 


township or comm unity in prine ipal wheat areas 

C. A normal yield is established only for each farm for which the 
acreage pennited to wheat is more than 15 acres, and for which the 
wheat acrea ore allotment has been exceeded. This is used as the 
basis for the comput oe of the marketing quota pe nalty. 

D. It should be noted that, while an acreage allotment is established 
for each farm having a wheat history, a farm marketing quota is 
applicable only for those farms on which (i) the normal production of 
the acreage planted to wheat is 200 bushels or more, and (ii) the acreage 
planted to wheat exceeds 15 acres. If, however, the planted acreage 
exceeds 15 acres on any farm for which an allotment of less than 15 
acres is established, the marketing quota penalty is based on the 
acreage in excess of the allotment. 


III. Alternative procedures for distributing the marketing certificate 
allotment to all farms under a two-price plan 

There follows a discussion of three alternative procedures which 
could be used in determining the marketing certificate allotment for 
any farm under a two-price plan for wheat 

\. The uniform percentage procedure.—Under this procedure a single 
percentage factor would be developed prior to the time marketing 
begins, representing the proportion which the allotment for domestic 
food use represented of the estimated total wheat production. This 
single factor would be applied to all producers’ sales of wheat during 
the marketing year. Thus, in any sale a producer would receive the 
domestic (higher) price for a portion of the quantity sold, and the 
“ market price for the balance. 

The main ee of this procedure are that it is simple to 
eal 1in and could be readily understood, and the administrative costs 
of oper: ition would oe minimized. It would not be necessary to de- 
termine a ‘“‘normal yield’ for each farm, nor to determine the actual 
acreage and production on individual farms. 

2. Some disadvantages of the procedure are as follows: 

(a) It would result in gross inequity to many producers. Some 
producers, favored by  better-than-average growing conditions, 
would be able to obtain the higher price on quantities of wheat 
substantially larger than their normal or intended certificate allot- 
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ment; other producers would be limited to smaller-than-average 
quantities at this price because of unusually poor crops. . 

(b) The percentage factor must be determined prior to the time 
marketing begins. This would mean not later than about the time 
the June crop report is released, and prior to the time any information 
would be available on the average yield of spring wheat. In such 
circumstances it would be difficult to arrive at a proper value for this 
factor. 

B. A minimum allotment procedure. Under this procedure a 
minimum allotment, expressed in bushels (or a combination of acres 
and bushels), would be established for each farm. This is the type of 
program now provided by legislation under which a producer is free of 
the marketing quota penalty if the normal production of his planted 
acreage is less than 200 bushels, or if the acreage planted does not 
exceed 15 acres. 

:; Advantage s and disadvantage Ss. There appear to be no real 
advantages to a procedure of this kind (minimum approximating that 
under current marketing quota provisions) when considered in connec- 
tion with a two-price plan. There may be some merit in a minimum 
allotment or quota procedure as a part of the current marketing 
quota program ecnompassing the sup sport of the entire production at a 
stipulated price. It may be vie wed as a positive action taken to 
protect the interests of the small producer. It frees such small 
producer of any inconveniences associated with a quota program, 
provided the planted acreage does not exceed the “minimum”’ of 
acres. It must be remembered, however, that this program also 
withholds price support from such small producer if the planted 
acreage exceeds the allotment—and there is no “minimum allot- 
ment.” 

While this feature tends to make a marketing-quota program of 
the type now provided for more acceptable, the same argument loses 
its force when applied to a two-price plan under which no effort would 
be made to control the total production or marketing, and the price 
is free to fluctuate with demand. Under such a plan, producers would 
obtain a higher price for that portion of the production required for 
domestic food use through the transfer of certificates. Small pro- 
ducers would not be subjected to the marketing inconveniences 
associated with the type of quota program now provided for. 

The effect of a ‘‘minimum provision” may be illustrated through a 
study of the size of allotments established in 1950, when wheat-acreage 
allotments last were in effect. 

(a) About 21 percent of the allotments established were in the 
range of 1 to 5 acres. 

(6) About 39 percent of the allotments were in the range of 1 to 
10 acres. 

(c) About 50 percent of the allotments, that is, 1,036,000 of a total 
of 2,067,000, were in the range of 1 to 15 acres. 

(d) Based upon the size of the 1950 wheat-acreage allotments, the 
seeded acreage for the “l- to 15-acre group’ would constitute about 
9.5 percent of the total seeded acreage and account for about 12 
percent of the production. 

(e) The total allotment assigned to farms under the 1950 program 
amounted to 72,176,000 acres. This may be compared with the 1954 
allotment of 62 million acres. 








LZ LONG RANGE FARM PROGRAM 


f) If each of the 1,036,000 farms mentioned in point (¢) planted 
15 acres, the “1- to 15-acre group” conceivably could account for 
15,540,000 acres, or 25 percent of the 1954 acreage allotment. As- 
suming, for discussion, that this group would account for the same 
proportion of production, such production would be equivalent Lo 
almost 50 percent of the total requirements for domestic food use 
The present exemptions for small acreages could thus eat up a major 
share of the certificate allotment under a two-price plan 
C. Procedure pre ruling for the apportionment of the marketing-cer- 


j y 


fi ficate allotn ént or the hasis of the n yrmal production oft wheat (in effect, 


no minimun Under this procedure, as appiied to a two-price plan, 
acreage allotments could be established for all farms on the basis of 
the same factors now considered under the current program. Like- 


wise, a normal vield would be established for each allotment farm 
\ farm-marketing certificate allotment covering that quantity of wheat 
equired for domestic food use would be issued Lo each wheat pro- 


he normal yield of the 


{ 


ducer on the basis of his normal production (t 
acreage allotment 

Phere would be no restriction on the total marketings or the acre 
age which could be grown by any producer. All producers could sell 
freely at the market price and all producers would have the opportu- 
nity of selling, at the higher price through use of the marketing cer- 
tificate, their proportionate part of that quantity of wheat required 
for domestic food use. In order to discourage the planting of large 
additional ucreages as a basis f 


| 


for larger farm-marketing certificate al- 


lotments in future years, consideration might be given to a provision 
in the law which would rule out ‘‘excess production” in the calculation 
of future allotments. The present marketing quota law provides that 
overplanted acreages shall not be counted in the calculation of allot- 
ments for cotton, peanuts, and rice 














V. UNDEREMPLOYED RURAL PEOPLE 
INTRODUCTORY NOTE 


The following study was prepared in the Department of Agriculture 
during June 1953 in response to a request from Secretary Benson, 
A summary of this study, combined with suggestions received from 
groups outside the Department, was prepared for the National Agri- 
cultural Advisory Commission and was discussed at its June 29—July 1 
meeting. 

The Commission decided to concentrate its attention during the 
remaining months of 1953 upon the price-support program, which has 
only limited relevance to the problems of many underemployed rural 
people. The President, in his farm program message of January 11, 
1954, indicated that the Secretary of Agriculture in cooperation with 
the Commission, will give further special attention during 1954 to the 
problems peculiar to small farmers. 


A. THE PROBLEM 


Policy and program formulation in agriculture cannot ignore the 
problems created by the existence of a large body of low-income. 
underemployed rural people. The problem assumes importance both 
from the standpoint of the low levels of living of these farm families 
even in a period of general prosperity, and of the low levels of pro- 
ductivity of workers in these families. Low incomes are usually a 
direct. consequence of the low production per worker. These families 
represent a large reservoir of untapped manpower that is potentially 
much more productive either in agriculture or in industry, as well as 
a large potential market for agricultural products and products of 
industry. In addition, these low-income rural families are contribut- 
ing a greater than proportionate share of the future citizens of America. 
How well the advantages of education and training are made available 
to this group may have much to do with the quality, competence, and 
loyalty of our future adult population. 


Extent of low incomes and underemployment in agriculture 

Out of a total of about 5.4 million farms enumerated by the Bureau 
of the Census in 1950, 3.3 million or 61 percent sold less than $2,500 
worth of agricultural products in 1949. Taking cash costs of pro- 
duction into account, this means that the upper range of net cash 
incomes from farming operations on these farms was probably less 
than $1,500 in that relatively prosperous year. 

Over 600,000 of the census farms were classified as part-time farms 
and over 1 million were classified as residential farms. Most of these 
“farms” received the major part of their income from nonagricultural] 
sources, and altogether produced only 2 percent of the value of farm 
sales. 
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Dedueting from the above 3.3 million farms those where family 
nceomes from all sources exceeded $2,000, those where the operators 


were over 65 Vears of age or under 25, and those where the operators 


were single, widowed, or divorced, leaves a group of farms where the 
operator probably was able-bodied and in the productive age group, 
with a family, and with total family income from all sources of less 
han $2,000 im 1949. On this basis there were 1.6 million under- 
employed farm operators, including part-time farmers See table | 

About half of the residential and part-time farms had total family 
incomes in 1949 of less than $2,000. Many of them thus are low- 
income families, but their problems and the solutions are of a some- 
vhat different character than those of families living’ on farn Ss where 
the major reliance for income is from the farming operation 

(bout 1.4 million census farms depended upon farming for their 
major source of income and had values of farm product sales of $250 
to $2,499 in 1949 About 80 percent of these farms had total family 
incomes from all sources of less than $2,000 in 1949. These 1.1 
million farms constitute the heart of the low-income farm problem 
They generally have small landholdings, have msufficient livestock 
and equipment, have little access to sources of credit, frequently are 
lacking in management skills, and operate at low levels of efficiency 

Table 2, attached, summarizes the number of farms in the different 
economic classes of farms and indicates briefly the relative resources 
available in each group 

The problem of low-income farms is closely tied to the productivity 
of workers on these farms, and income improvement usually depends 
upon improvements in worker productivity. Workers on small com- 
mercial family farms (class V in table 2) produced only one-half as 
much in terms of value of products for sale as did workers on the 
medium- and large-sized commercial family farms. And workers on 
small-scale farms (class VI) produced only one-fourth as much. (See 
table 3.) 

Over 20 percent of the class V farms and 33 percent of the class VI 
farms are cotton farms, but only 8 percent of the larger commercial 
farms were cotton farms. Over 70 percent of all cotton farms were 
in classes V and VI. Most of the sharecroppers in the South are 
included in these categories. Types of farms where the larger com- 
mercial farms were relatively more important than the low-production 
farms were cash-grain, dairy, and livestock farms. (See table 4.) 

Although there are low-income and low-production farms in all 
parts of the United States, they are concentrated most heavily in the 
southeastern part of the country. Other important, though less ex- 
tensive areas, are in the Lake States cutover districts, in the southern 
fringes of the Corn Belt States, in the Ozarks, and in the Mexican- 
Indian areas of New Mexico and Arizona (see attached maps). 

Although about 60 percent of the low-production commercial farms 
in the North and West and 85 percent of those in the South had less 
than $2,000 total family meome from all sources in 1949, about 35 
percent of the large and medium family farms also had less than 
$2,000 net income from all sources (see table 5). More important 
are the high percentages of farms in certain groups that received less 
than $1,000 net family income from all sources. Over 70 percent of 
the small-scale farms (class VI) in the South were in this low-income 
group. 
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The low-income problem is particularly acute among the nonwhite 
farm families. In the South, 56 percent of the population im non 
white farm-operator households was on class Vo and V1 farts con 
pared with 35 percent in white households. Part-time farms had 


higher percentage of the whit population than the nonwhite, reflect 
ing the greater op portunities for off-farm employment by whites than 
nonwhites (see table 6 Seventy percent of all nonwhite farim-oper 
ator families had net meomes from all sources of less than $1,000 
compared with 34 percent for the white farm families 

Any programs designed to assist on the problems of low-income 
farmers would require funds and personnel to be placed in the areas 
ot freatest concentration There were 986 counties w here oO pereent 
or more of the commercial farins in 1950 were in the low-produ tion 
eategory and 31S counties where 75 percent or more of the com 
mercial farms were in this category. Table 7 indicates the regional 
distribution of these counties 

In addition to the families operating low-income and low-produc- 
tion farms there are almost a million adult workers whose principal 
source of income is from farm wage work, many of whom are low 
imcome, underemployed persons because of the seasonal hature of 
their jobs. A Major social problem is that of the approximately 
100,000 domestic migratory agricultural workers and several hundred 
thousand more foreign agricultural workers, including a large number 


of Mexican “wetbacks” who are illegal entrants 
Problem situations and SUgge sted solutions 

Among the principal causes of rural underemployment are: (1) 
Lack of productive land and capital resources; (2) inadequate eco- 
nomic opportunities in the communities in which the families live; 
and (3) madequate vocational training. The following suggestions 
are directed toward five general situations in which underemployment 
is found. This report does not attempt to deal with underemploy- 
ment of hired laborer or migrant laborer farm families. 

1. Part-time farmers. The prors lems of underemployed part-time 
farmers in the main lie outside of the field of agriculture. Most 
part-time farmers look toward industrial or other off-farm employ- 
ment for their primary livelihood. Prominent among the basic 
problems, therefore, are the availability of off-farm employment, 
readily available information as to employm« ‘nt opportu nities, and 
vocational guidance or training direc ted toward qualifying part-time 
farmers for such off-farm employment. 

A plan to assist underemployed pore farmers should contain 
provision for a carefully developed program to stimulate tava 
within the areas where the problem is concentrated. Communities 
should be encouraged to seek for, and develop means for attracting, 
new industries. Individuals might be made available to go into 
communities upon request to survey, explore, and promote the oppo1 
tunities for bringing in additional industries. Where it was impossible 
to develop adequate industrial opportunities, the services for channel- 
ing employment to other areas should be strengthened 

2. Farmers on inade quate units where the possibility of adjusting to 
adequate units is remote.—In areas such as the Appalachian Mountains 
and some of the cutover regions in the Great Lake States, there is 
pronounced underemployment of farm families on farms which do not 
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have suitable land and on which it is uneconomic to develop land for 
farming. These are the farms that consist of a very few acres or, 
if the total farm is of larger size, have only a small acreage capable of 
production. The farms usually are surrounded by land that cannot 
be brought into normal agricultural production. For instance, the 
farmer on a mountain side may be using all of the tillable land within 
a radius of several miles. 

These families need increased education and vocational training to 
prepare both the adults and young people for other occupations, more 
information on off-farm job opportunities in other areas, and some 
means provided such as credit or grants for transportation costs which 
will stimulate the movement of the people to jobs where their labor 
may be used efficiently. In some instances the difficulties of these 
families could be alleviated by the development of industry in their 
community. In many instances, however, the population is relatively 
sparse and there would not be a sufficient number of potential em- 
ployees to make new industrial locations attractive. Some of these 
farms are adjacent to forest reserves or to other public land. In these 
situations and possibly in others, serious consideration should be 
given to zoning and a long-time program for retirement of land from 
agricultural use. It would be ineffective to exert effort to encourage 
the present occupants of these farms to seek employment elsewhere, 
only to have the same farm subsequently occupied by another family 
and thus recreate the problem of underemployment. 

A plan to assist these people must be built around the advancement 
of education, particularly of the vocational type, and the strengthen- 
ing of the interchange of information between these people and the 
labor shortage areas. Adult and high school vocational training 
should be strengthened, employment service information should be 
increased and, where feasible, stimulation should be provided for the 
development of local industry. For those persons who because of age 
or family ties or other reasons prefer to remain in these areas, assistance 
can be provided through education and training in the use of those 
farm practices and techniques that are most efficient and best adapted 
to the meager resources. The long-run program, however, should be 
designed to result in the gradual retirement of such farms from agri- 
culture. 

3. Farmers on inadequate farms that can be developed into adequate 
units.—Underemployed farm families falling within this classification 
may be divided into two groups. One group consists of those families 
less adapted to efficient farming who probably are faced with the 
necessity of leaving the area in which they live in order to become 
fully employed. This group needs a program similar to that dis- 
cussed for those families on units incapable of being adjusted to 
adequate farms (see sec. 2 above). 

The other group consists of those farm families better adapted to 
conducting efficient farming operation who, through enlargement and 
development of their farms, can remain in agriculture on an efficient 
basis. These families need a program designed to help them carry 
out the necessary enlargement and development as rapidly as prac- 
ticable. They need capital to buy additional acreages or to more 
fully develop their presently owned acres, to erect buildings and 
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fences, and establish long-range land improvements. Capital is also 
needed for purchase of productive livestock, machinery, and for 
operating expenses. These families need individual guidance in the 
establishment of efficient farm enterprises of adequate size. They 
need direct assistance from technicians to determine the enterprises 
that are most profitable and best suited for their resources. They 
need personal advice in the initiation and carrying out of the most 
efficient and effective farm practices. They need counsel in the selec- 
tion of the best suited productive livestock and in the selection of 
most efficient crop varieties. These families need careful training and 
guidance in the preservation of their soil resources. 

Vocational education of the young people must be strengthened in 
order to assure on the one hand that those best suited to farming 
have the opportunity to learn the best methods and that on the other 
hand, those less suited to farming may have an opportunity to learn 
of other trades and professions. An expanded research program, 
especially on farm management and marketing problems, is particu- 
larly needed. 

4. Fam’lies on units producing vnadequate income because the farms 
are inefficiently developed and because there is insufficient working 
capital for efficient farm operations.—These are the families that have 
sufficient land resources available for efficient operation but who are 
not carrying out an economic type of farm business because they are 
deficient in working capital, because of inadequate management or 
because they have not taken advantage of potential m: arketing oppor- 
tunities. This group usually needs capital for improvement of 
buildings, erection of fences, for basic lime and fertilizer programs, 
for the purchase of machinery, productive livestock, and operating 
expenses. 

In large part, one of the major deficiencies of this group is their 
management technique. Like the families faced with the problem of 
enlarging their units (see sec. 3 above), these families need to be 
shown how to properly develop their farms. They need the assistance 
of trained technicians in agriculture in the planning of their enterprises 
and in the development of an efficient well-balanced farm operation. 
They need education as to the most efficient techniques and practices 
to use in farming. They need advice as to the type of livestock that 
is most adaptable to their tvpe of farming and as to the most pro- 
ductive crop and pasture varieties. Furthermore, these families often 
need to be shown the potential marketing opportunities and need the 
results of an expanded research program. 

5. Farmers with inadequate income because of failure to employ best 
technical skills—This is the group of underemployed farm families 
who most nearly resemble the efficient profitable commercial-type 
farmer. Their deficiency is basically a failure to keep abreast of the 
development of agricultural techniques and to adopt the enterprises 
and farm practices which are necessary in order to compete in agri- 
culture today. The primary need of these people is education and 
training in the methods of better farming. In many instances 
because of continued use of inefficient practices, they have depleted 
their capital and credit will be needed to make the changes necessary 
to start on the road back to successful farming operations. 
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B. Sueeestrep Proaram oF ACTION 





A coordinated plan of action to assist and alleviate the problems of 
underemployed farmers must reach outside the area normally con- 
sidered as agriculture. The solution of the problems of underem- 
ploved part-time farmers and those on inadequate farms where 
development is not feasible depends upon employment in fields other 
than farming. Industry must be stimulated to enter some areas and 
a coordinated plan should provide for some means of helping local 
communities to awaken to their responsibility of making their areas 
attractive to industrial leaders. A plan to assist in this field might 
incorporate a cooperative arrangement between the Departments of 
Agriculture, Labor, and Commerce to place material in the hands of 
such communities in order that they might understand how to ap- 
proach their problems. Through such an arrangement fieldmen might 
be made available to go into areas upon request to assist in the 
development of plans for stimulating and promoting employment 
opportunities 

A plan for assisting underemployed part-iime farmers and those on 
inadequate units must also incorporate the strengthening and improve- 
ment of the flow of information regarding employment opportunities. 
It also must stimulate vocational education in order that the young 
people will have an opportunity to learn about and_ appraise employ- 
ment opportunities outside their own community. In many instances 
increased assistance to education must be supplied from outside the 
area. Within the field of agriculture, assistance must be provided to 
these people through development of markets and through education 
and guidance in the use of most efficient farming methods in order 
that their farming operations, though inadequate in size, may be 
efficient and productive of some income. All phases of the plan must 
be directed toward increasing the incentive of these families to improve 
their positions. 

The plan of action for farmers on units that need development and 
enlargement, where working capital is deficient and management skills 
are unsatisfactory must consist of a coordinated effort. to make capital 
available, to supply guidance in management on an individual case 
basis, to strengthen educational facilities, and to stimulate the ineen- 
tive for improvement. In the upper income levels of this group, 
sufficient assets for the establishment and development of proper farm 
operations may be available within the farm families themselves or 
easily accessible from private and cooperative lending institutions or 
from friends and relatives. In the lower income levels of this group, 
however, capital is probably not available on rates and terms which 
the families can afford from private lenders or from cooperative 
lending institutions. 

An aggressive plan of action would probably require a considerable 
increase in the type of service wherein supervised credit is supplied 
with repayment terms fitted to the rate at which the increased income 
would be developed on the individual farms. This type of credit, 
containing provision on an individual case basis for careful guidance 
and careful planning in the selection of enterprises, the methods of 
farm development, and in the adoption of efficient practices, can sup- 
ply the basic needs for capital and guidance in a single coordinated 
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package. Once the basic adjustments in farming have been made 
and once the income from the enlargement and development of the 
farm begins to be received by the family, the credit requirements 
could be supplied by private and cooperative lending institutions 
while the guidance would be provided by the lending institutions and 
by the presently established facilities for adult education and training 
in techniques of agriculture 


C. Researcn NEEDED 


The problems confronting low-production and low-income farmers 
are extremely difficult of solution, vet relatively little research effort 
has been devoted specifically to these problems. Small-scale farms 
have not been able to adjust to changing technological and other 
conditions as have the larger farms, with the result that the income 
disparity has widened between the small and the larger commercial 
farms 

Studies are needed in selected areas to identify the numbers of 
farms in different problem situations, their location, the characteristics 
of the farm, facts concerning the family, and the attitudes of the people 
toward alternative adjustme nt opportunities. Such information is 
basic to development of specific programs and policies and in deter- 
mining the quantitative and other requirements in administering 
programs, 

A well-established coordinated plan of action for these families 
should be supported by marketing research directed toward the 
investigation of marketing opportunities for new products that might 
be produced in the area and the investigation of more efficient and 
productive ways in which farm produce can be placed on the market 

Research is needed in each of the areas to develop estimates of 
costs and returns from alternative crop and livestock systems of 
farming, from alternative combinations of labor and machines, and 
from alternative practices in producing crops, including hay and 
pasture. These estimates would serve as guides to low-production 
farmers and to personnel of public and private agencies who work 
with these farmers to indicate desirable changes in farming. Some 
work along this line has already been done through farm management 
research and through field people working with supervised credit 
Starting with accomplishments to date this work should be enlarged 
in scope and refined as to content. Its goal should be widespread 
knowledge of the minimum requirements of land resources, volume 
of business, ard efficiency of production for successful farming 
operations in each community 

Most farmers, and particularly those on small farms, have difficulty 
adapting single research results to their particular problems. Con- 
sequently, there is real need for local testing of experimental results 
on a i farm basis to make them more readily available for adop- 
tion by the smaller farmers. The Department and the land-grant 
colleges should cooperate in establishment and operation of small 
farm-scale research farms (pilot farms) in the different areas where 
low-production farms are important, especially where major changes 
in farming seem desirable. This should be recognized by appropriate 
legislation. 
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TABLE 1.—Estimated number of underemployed farm operator families on the 
basis of gross farm sales, total family income, and age and marital status of 
[ ope rator, United States census of 1950 


Total number of farms and farm operator families etic - 5, 379, 000 
Farms with gross value of products of $2,500 or more .. 2,088, 000 
Farms with gross value of products of less than $2,500_.--..---- 3, 291, 000 

Less families with total family income of $2,000 or more! 1, 142, 000 
Less additional families with operators over 65 !__..-.------ 357, 000 
Less additional families with operators under 25 ! es 70, 000 


Less additional families with operators single, widowed or 
divorced ! 


100, 000 


Total underemployed farm operator families_-......---- 1, 622, 000 


Based on a sample of 7,000 census farms used in a special study matching agricultural census schedules 


with population and housing schedules 
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